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Introduction

Australia

Taxation in Australia is part of a series that presents information on
taxation in various countries of the world. The book is intended to
supply information of a general character regarding taxation in
Australia for use as background when considering the conduct of
business in that country. Specific questions should be answered by
reference to the laws and regulations of the country and by consultation with professional advisors in the light of the particular
circumstances.
Taxation in Australia is published in two forms: in a loose-leaf edition and as a bound book. Only the loose-leaf edition may be supplemented or revised. These supplements will appear on blue-colored
sheets inserted at the end of the book. These supplementary pages
will be keyed to the original text by chapter and section numbers and
should always be read in connection with the original text. In
addition, revised information may be presented on pages inserted
in the basic text to replace original pages. Revisions of this type are
indicated by a date that appears on the bottom of each replacement page.
Rules governing taxation are subject to change and reinterpretation,
in many cases with little or no advance notice. The information in
this book is based on material available to Deloitte Haskins & Sells
as of February 1979.
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Chapter 1

Australia

Tax Legislation
and Administration
1.01 Enactment of Tax Legislation
The Parliament of Australia consists of a Senate and a House of Representatives. The members of each body are elected. The membership
of the House, the larger body, is chosen by preferential voting within
single-member electorates. The Senate comprises ten members from
each of the six states, two members from the Australian Capital Territory and two from the Northern Territory. All members are elected on
a proportional representation basis. Most bills originate in the House,
and tax bills or those appropriating revenue must originate there.
Bills originating in the House must be approved by the Senate, and
vice versa, but the Senate's authority to review revenue bills is limited. Although the Governor General, the Queen's representative,
must consent to a bill before it becomes law, consent is ordinarily
given as a matter of course.
The Commonwealth of Australia was formed in 1901, at which time
sovereign powers formerly vested in each of the Australian states
were ceded to the central government. The states retained the right
to collect certain taxes; but, since 1941, they have left the field of
income taxation to the federal government, receiving payments
therefrom under an agreed formula.
Borrowing of money in Australia by governments and public
authorities is controlled by the Loan Council, consisting of the
Premiers of each state, the Prime Minister, and the Treasurer of the
Australian government.
Tax Statutes. Income tax legislation arises only in the Parliament of
the Australian government. Other tax legislation may arise in either
that Parliament or the parliament of any state. The responsibility for
introducing tax legislation before the various parliaments rests with
the respective Treasurers. They initiate legislation on advice from
their subordinates and after agreement with their Cabinets as to
economic policy.
The Australian government's financial year ends on June 30, and the
Treasurer introduces his annual budget in August. Occasionally, the
government has introduced a supplementary budget or "little
budget" during a fiscal year to correct adverse factors in the country's economy. Legislation is also introduced independently of
budgets when considered appropriate.
Federal taxes presently levied are—income tax, gift tax (1 5.02),
customs and excise duties (13.03), estate tax (15.01), and sales tax
(13.01). Payroll tax (Chapter 14) is no longer levied by the Australian
government except in certain territories. Payroll tax in each state is
levied under state acts.
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Statutory authority for the income tax is the Income Tax Assessment
Act 1936, as amended (hereinafter referred to as "the Act"). This
corresponds to the United States Internal Revenue Code in that it
embodies amendments made from year to year and the provisions of
previous finance acts.
The basic authorities for other taxes are:
Gift Duty—Gift Duty Act 1941 as amended
Customs Duty—Customs Act 1901 as amended
Estate Duty—Estate Duty Act 1941 as amended
Sales Tax—Sales Tax Acts, Numbers 1 to 9, 1930 as amended
1.02 Tax Administration
The Treasury regulates the receipt and expenditure of public funds.
The Treasurer is responsible for advising the government on financial
policy matters. The Taxation Branch of the Treasury is administered
under the Commonwealth Tax Acts by the Commissioner of Taxation.
State acts are administered by state Treasurers and their subordinate
Commissioners.
Duties and customs are administered by the Tariff Board and
Customs Department. Under the Federal Tax Acts, other than the
Customs Act, it is the responsibility of the Commissioner of Taxation
to assess each person's (and each company's) tax liability, to issue
assessments, and to collect taxes.
The several types of federal taxes are handled by different administrative sections located in the various states. Generally, if a taxpayer
derives income from more than one state, his affairs are dealt with
by the Deputy Commissioner in the state where the taxpayer is resident or where his principal records are kept.
Commissioners charged with administering state taxing acts operate
their own departments to collect taxes due the states. The departments usually do not decentralize their operations, although powers
in each department are delegated to heads of sections.
1.03 Judicial Review
Any taxpayer may file a protest (objection) against an income tax
assessment within 60 days of service on him of the notice of assessment. If the objection is disallowed by the Commissioner of Taxation,
the taxpayer may appeal to a Board of Review or to a State Supreme
Court for a hearing before a single justice.
There are three Boards of Review covering geographical areas.
Each consists of three members appointed for a term of seven years.
10
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Each Board of Review hears cases in closed sessions, and the cases
are reported without reference to the names of the parties. Decisions
of a Board are final on questions of fact; but when questions of law are
at issue, appeal from a Board decision may be taken to a State
Supreme Court for a hearing before a single justice whose decision is
final unless, with the permission of the Federal Court or the High
Court, the matter is taken on appeal to the Full Court of the Federal
Court or the Full High Court, respectively.
If an appeal has been taken directly to a state Supreme Court, the
decision of such court may be appealed to the Federal Court or, with
the permission of the High Court, to the Full High Court. A decision
of the Federal Court may be appealed to the Full High Court if the
tax at issue is $A20,000* or more, or by special leave of the High
Court. Decisions in all court proceedings are published.
1.04 Taxes Imposed by State and Local Authorities
The Australian states have withdrawn generally from the field of
income taxation, and they are precluded by the Constitution from
imposing customs or excise duties. The states may impose payroll
taxes, stamp taxes, entertainment taxes, land taxes, road transport
taxes, probate duties, petrol taxes, and gift taxes.
Taxes are also levied by local authorities in each state. The local
authorities are known as municipal councils in urban areas and as
shire councils in non-urban areas.
Taxes (termed rates), levied by local authorities, include municipal
or shire rates, water and sewerage rates. The former are imposed to
pay for local services—road building and maintenance, garbage collection, street lighting, etc. These rates are controlled by municipal
or shire councils elected by residents of the various areas. The councilors are entitled to receive fees as set by their respective Councils,
but not in excess of $A500 per year. Apart from loan funds, all local
services are financed by rates that are levied against the owners of
real property on the unimproved value of land. The administration of
local government affairs is under the control of a Minister of Parliament in each state.

* $A stands for Australian dollars.
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Water, sewerage, and drainage services in major cities are controlled
by a Board having power to levy rates under an appropriate state act.
Rates cover a basic amount of water; amounts used in excess of the
base amount in relation to the value of the property must be paid for
separately. Industrial organizations using large quantities of water
are charged for the disposal of industrial waste.
In country areas, water and sewerage services are controlled by local
municipal or shire councils, which levy a special rate for these services in addition to the normal rates for local services.

10
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Distinctive Features of the
Australian Tax System
2.01 Summary
The basic concept of income taxation in Australia is, in most respects,
similar to that in the United States. Some of the points of difference
are: capital gains are usually tax exempt, although there are certain
exceptions (6.05); and, depreciation is ordinarily not allowed on
buildings (7.02). Generally, a resident is taxable on foreign-source
income only if the income is exempt in the source country. However,
dividends derived from any foreign source, and interest and royalties
derived from the United Kingdom, Japan, Singapore, New Zealand,
France, the Netherlands, Belgium, and the Federal Republic of Germany are included in a resident's income, subject to a tax credit for
foreign taxes paid.
Corporations (companies) are divided into two categories—private
companies, that is, closely held corporations; and, public companies,
those in which the public has a substantial interest. Private and public
companies are taxed at the same rate, but private companies are subject to a tax on undistributed income.
In some cases, a taxpayer is required to divulge to the government
the names of payees in order to assist the government in collecting
tax from them. Failure to provide this information may result in disallowance of deductions or in additional tax to the payer (5.02).
Australia bases its tax on "assessable income," which corresponds
roughly to United States "gross income" (6.01), and does not have
a schedular system as in the United Kingdom.
2.02 Classification of Taxpayers
Taxable entities under Australian law include individuals, corporations, and trusts to the extent that the income is not distributed and
taxed to the beneficiaries. The rates applicable to individuals are
also generally applicable to trusts although the no-tax income bracket
(10.02) is smaller in some cases, depending on age of the beneficiary,
whether the beneficiary is presently entitled to trust income, and so
forth. If any of the income of a trust is income to which a beneficiary
is not presently entitled, the income may be taxed at a flat rate of
54.17% for the year ended June 30, 1978, and 61.5% for the year
ended June 30, 1979. The significance of the distinction between
public and private corporations is noted in 2.01.
Partnerships. Partnerships are not subject to income tax, but must
file returns showing details of income and expenses as well as the
allocation of taxable income among the partners. The individual
return of each partner must show his share of the taxable income
from the partnership. If partnership operations result in a loss, each
partner's share of the loss is an allowable deduction from his other
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income. If the loss exceeds his other income, the excess may be carried forward under the provisions explained at 7.08.
Partnership income retains its character when it is brought into the
return of the individual partner. The exempt income of an individual
partner includes his share of exempt income from the partnership.
Rebatable income of the partnership (6.03) remains rebatable in
the hands of a partner. If the partnership is engaged in primary
production (7.09), all partners become primary producers and may
claim the benefit of the averaging provisions of the Act (2.04),
irrespective of any other business they may carry on and from which
they may derive most of their taxable income.
A partner is assessed for income tax on his share of the taxable income as shown in the partnership return or as adjusted by the Taxation Department, without regard to the amount distributed to him.
If a partner personally incurs any expenditure in earning partnership
income, such as interest paid by him on money borrowed to provide
partnership capital, such expenditure is an allowable deduction to
the partner in his personal return.
The term "partnership" includes, for tax purposes, co-owners of
property as well as an association of persons carrying on a business
in common with a view to profit.
Family Partnerships. As income-splitting between husband and
wife is not permitted (10.01), the use of family partnerships to
achieve maximum tax economy is somewhat more common than in
the United States. Special provisions in the tax laws are designed
to restrict the use of family partnerships as a tax avoidance device.
These provisions come into operation when one or more of the
partners does not have real and effective control over his
share. Under these circumstances, the partner lacking control is
taxed at the higher of his personal tax rate or 50%. The law also
provides that partners under the age of 1 6, in business as opposed to
investment partnerships, shall be deemed to lack control, although
allowance will be made for the value of any services rendered by
them. The Commissioner is authorized to waive the application of
this provision under special circumstances.
2.03 Tax Year—Substituted Accounting Periods
The government's financial year ends on June 30, and income tax is
ordinarily imposed for the 12-month period ending on that date.
The Commissioner may grant permission for a taxpayer to use a base
year or year of income ending on some date other than June 30. This
is referred to as a "substituted accounting period." A substituted
accounting period ending between July 1 and November 30, in10
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clusive, is normally treated as a substitute for the year ending on the
preceding June 30. On the other hand, a substituted accounting
period ending on December 1 and before June 30 is generally treated
as a substitute for the year ending on the succeeding June 30. A
substituted accounting period ending on December 31 may be
treated as a substitute for the preceding or succeeding period.
A change in accounting period may result in one accounting period
of less than or more than 12 months. The income for the short period
must be annualized. For example, for a short period of eight months,
the income must be increased by 50%. In the case of an accounting
period of more than 12 months, income tax is payable on the taxable
income of that longer period.
2.04 Tax Incentives
General. A major tax incentive is the "investment allowance" which
runs from January 1, 1976 to June 30, 1985. The investment allowance is available to all industries, unlike the previous investment
allowance which ceased after August 21, 1973, and was available
only to the manufacturing and primary production industries.
The allowance applies only to new plant or articles, including some
on-the-farm structural improvements, which are leased or purchased
and used by the taxpayer in his business.
The allowance is a deduction from the taxpayer's assessable income
and is calculated at the rate of 40% of the cost of new plant ordered
between January 1, 1976 and June 30, 1978, and at the rate of 20%
of the cost of new plant ordered between July 1, 1978 and June 30,
1985.
The full investment allowance will be allowed for items costing
$A976 or more while nothing will be allowed for items costing less
than $A500. A graduated scale applies between $A500 and $A976.
A recent tax incentive, the "trading stock valuation adjustment,"
provides some relief to traders from the effects of inflation on their
trading stock. The adjustment is an allowable deduction from assessable income. For a business carried on by the same taxpayer during
the entire year of income, the adjustment is calculated by applying
a prescribed percentage to the value of inventory on hand at the
beginning of that year. That beginning inventory value is the lower
of cost or the value adopted for tax purposes. The prescribed percentage is based on the increase in value of the goods component of
the Consumer Price Index. The prescribed percentage was 5% for
the year ended June 30, 1977, and 3.9% for the year ended June 30,
1978.
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Special provisions apply in situations where a business is not carried
on by a taxpayer during the whole of the income year, such as when
a business begins or is disposed of during the year, or an existing
business is purchased, or a business begins and is disposed of in the
same income year, and so forth. Because the adjustment was introduced to provide relief for continuing businesses, no deduction is
available to a business that has been terminated during the year. In
the case of taxpayers that have adopted a substituted accounting
period (2.03), the prescribed percentage for the relevant year ended
June 30 is applied to the value of inventory on hand at the beginning
of the substituted period.
Exporters are encouraged by a government grant based on the
amount of eligible expenditure incurred on overseas market research
and development. The grant system has operated since July 1, 1974,
and will continue until at least 1980. It replaces the tax provisions
which expired on June 30, 1974, and allowed rebates for export
market development expenditures.
The maximum grant in any one year is $A125,000 and is subject to
income tax. Expenses which qualify for the grant include market
research, advertising, payments to overseas representatives, free
samples, and traveling. (The costs of hotel rooms, meals, and
entertainment are not included.)
Incentives to the mining and petroleum industries have been
significantly reduced in recent years. The special provisions
applicable to mining operations are dealt with at 7.03.
A new incentive is provided to promote investment in petroleum,
whether in offshore exploration, prospecting, or mining (drilling).
This incentive is in the form of a tax rebate of 30% of the funds
invested in shares on or after August 25, 1977. The rebate is allowable to shareholders of companies engaged in the operations
mentioned and which invest funds in specific capital expenditures.
The rebate is also allowable to investment companies or groups of
investment companies if they are listed on official stock exchanges in
or outside of Australia and if their only business is providing capital
by investing in petroleum mining companies, which companies
must be wholly owned subsidiaries of the listed companies. The
capital may be provided by investment in shares or in other ways.
Prescribed deductions are provided for shareholders in timbergrowing companies. These shareholders are allowed to deduct onethird of the amount paid for calls on capital shares, but no deduction
is allowed for the initial amounts paid on subscriptions or for calls on
redeemable shares. A similar deduction available to shareholders in
mining companies was removed as of May 7, 1973.

10
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Primary Production. Individuals who derive income from primary
production (agriculture and related industries as well as fishing) are
permitted to apply an average tax rate calculated on a five-year basis
ending with the year of income.
In prior years and for the year ending June 30, 1978, this provision
did not apply if the taxpayer's average income and taxable income
each exceeded $A1 6,000. Beginning with the year ending June 30,
1 979, the averaging provisions will apply automatically to all
primary producers who may benefit from using the average rate of
tax. A taxpayer who derives no benefit from use of the average rate of
tax will pay tax calculated at the ordinary rates that apply to
individual taxpayers generally. The former income limit of $A1 6,000
for the application of the averaging provisions will also cease to
apply beginning with the year ending June 30, 1979. Also beginning
in that year, the benefit of applying the averaging provisions to
non-farm income will be restricted.
Special relief provisions apply if a taxpayer has unusual income in
one year, such as advanced shearing of wool or forced sales of livestock caused by drought, fire, or flood. For other special provisions
applicable to primary production, see 7.03 and 7.1 5.
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Tax Rates
3.01 Individuals
The Australian tax system is essentially a single tax on taxable
income (i.e., gross assessable income less allowable deductions).
Relief to individuals for dependents and concessional items, such
as medical expenses, is provided by a rebate of tax. The individual
income tax rates are graduated as set forth in the Rate Tables. The
tax rates are subject to indexation. This means that the amounts in
each bracket of the tax scale are adjusted yearly by a percentage
determined by reference to the change in the Consumer Price Index.
The tax rebates allowable to individuals are also subject to a
similar indexation.
3.02 Corporations
The ordinary tax rate for both resident and nonresident corporations
is 46%. Particular rates apply to nonprofit companies, as listed in
the Rate Tables. In addition to ordinary tax, a private company that
does not make a sufficient dividend distribution is subject to tax of
50% on "undistributed profits" (9.03).
Branch Profits Tax. In addition to the taxes noted in the preceding
paragraph, nonresident corporations that carry on business in
Australia through branch operations have been subject to an additional 5% (making the total tax payable 51%) on taxable income
derived by these branch operations since November 4, 1977. The
branch profits tax is not payable on dividends remitted to an overseas
parent company by an Australian subsidiary company; however,
existing rates of withholding taxes (5.02) are payable on these
remittances.
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Returns, Assessments, and
Payment of Tax
4.01 Returns and Assessments
An individual (salary or wage earner or an individual engaged in
business) must file a return if his total income for the annual tax
period (2.03) exceeds $A3.113 for the year ended June 30, 1978,
or $A3,610for the year ended June 30, 1979. Corporations,
partnerships, and trusts must file returns regardless of the amount of
income.
Annual returns are due within the time or extended time specified by
the Commissioner of Taxation by notice published in the Federal
Gazette. Ordinarily, corporate returns and returns of individuals,
including individuals engaged in business, must be filed by August31
for the tax year ended on the preceding June 30. If the taxpayer has
been permitted to use a substitute accounting period (2.03), the
Commissioner may consent to an appropriate filing date later than
the published due date. Upon request, the Commissioner may grant
an extension of time for filing. Tax agents normally receive an
automatic extension until December 31 to file clients' returns.
For the year in which a taxpayer's death occurred, the trustee or
executor should file two returns—one for the period from the
previous July 1 to the date of death and the other from that date
to the following June 30.
If a taxpayer leaves Australia permanently and the departure
terminates his Australian income, he must file a return for the period
from the previous July 1 to the date of departure.
From the return filed and from any other information in his possession, the Commissioner determines taxable income, assesses the
tax, and sends a notice of assessment to the taxpayer. The Commissioner can reconstruct taxable income if no return is filed or if he
believes that income is understated.
Amended Assessments. If there has been a full and true disclosure,
an amended assessment can be made only to correct an error in
calculation or a mistake of fact. The amendment must be made
within three years from the date that the tax became due and payable
under the assessment. Where, however, information sufficient to
enable the Commissioner to make the amendment has been supplied
within the three-year period, the assessment can be amended even
though the three-year period has elapsed. If an assessment has been
amended in any particular, the Commissioner may issue a further
amended assessment in respect of the ad-justed portion within three
years from the date the tax became due under the amended assessment, but only to reduce the liability of the taxpayer.

16
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If the taxpayer has not made a full and true disclosure of all the
material facts necessary for his assessment, the Commissioner may
amend the assessment. The amendment may be made at any time
in case of fraud, but otherwise must be made within six years from
the date that the tax became due and payable.
Occasionally, when a taxpayer engages in a venture that extends
over several years, the taxable income of any one year may have to
be estimated because the annual profit or loss cannot be determined.
The Commissioner may at any time within three years, after
ascertaining the total profit or loss on the venture, amend the
assessment for any of those years.
4.02 Payment of Tax
Income tax is payable on the date specified in the notice of assessment, which will not be less than 30 days after the notice is sent.
The due date for payment of tax by both individuals and corporations
depends on the speed with which the Taxation Department is able to
issue assessments. Many individual assessments are issued by
August for the tax year ended the preceding June 30; but, for the
most part, these are limited to instances where refunds are payable
by reason of excess withholding on wages. Otherwise, assessments
for individuals are usually issued by December for the tax year
ended the preceding June 30.
Some individuals will be required to pay a provisional tax, which is
similar to an estimated tax in the United States. Corporations are
required to make quarterly instalment payments, but do not pay a
provisional tax. Both the instalment and provisional tax systems are
discussed later in this section.
Upon application, the Commissioner may grant an extension of time
for payment of tax or allow an individual's tax to be paid in
instalments.
Where it can be proved to the satisfaction of the tax authorities that
payment of the full tax assessment will result in serious hardship for
the taxpayer or the dependents of a deceased taxpayer, a release
may be granted for all or part of the liability.
If it appears that a taxpayer may leave Australia before the due date
for payment, the Commissioner may advance the payment date—a
procedure similar to the jeopardy assessment under United States
law. Similarly, when it appears that a business will be conducted in
Australia for only a limited period, the Commissioner may require
the taxpayer to provide security by bond, deposit, or the like, to
assure payment of tax.
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Some portion of the income tax may have been paid prior to the
mailing of the notice of assessment. These payments include the
provisional tax and company quarterly instalments, discussed later,
as well as the withholding tax on wages (5.01). These amounts are
credited against the final tax liability. See Chapter 5 for circumstances in which withholding tax represents the final tax.
Quarterly Instalment Payments by Companies. Companies are
required to pay quarterly instalments of tax during a tax year. These
are instalments of the tax payable on income derived in the
financial year, or substitute period, preceding the tax year (2.03).
Instalments are payable on August 1 5, November 1 5, and February
15, and the balance is payable on the due date shown on the assessment notice, but not before April 30. Thus, in the tax year ending
June 30, 1978, instalments on account of tax payable in respect of
income for the year ending June 30, 1977, or substituted period,
were due on August 15, 1977, November 15, 1977, and February 15,
1978, and the final payment would be due as specified in the assessment notice, but not earlier than April 30, 1978. The Commissioner
issues to each company, before the due dates, a notice of the amount
of the instalment payable. The amount is generally based on the
taxable income of the preceding tax year. A company can self-assess
and thereby reduce the amount of an instalment, but there are
penalties for understatement of income. Companies are not required
to pay a provisional tax.
Provisional Tax. Individuals who derive income from sources other
than salaries and wages are required to pay provisional tax. Corporations are not subject to provisional tax, nor is provisional tax payable
by nonresidents on dividends and interest (5.02) subject to
withholding.
Provisional tax is determined in the annual notice of assessment on
the assumption that an individual's taxable income for any year will
be the same as the preceding year's income, after excluding salary or
wages and income of nonresidents subject to withholding. The rate
of provisional tax is that of the year to which the tax relates. Foreign
tax credit is considered in determining the provisional tax.
If provisional tax is required, the tax is payable on March 31, at the
earliest, for the year ending on the following June 30. Thus, at least
nine months will have elapsed before payment is made.
When, before the due date for payment of provisional tax, a taxpayer
files an estimate of taxable income in order to obtain an adjustment
of such tax, the Commissioner normally permits payment of the provisional tax due to be deferred until a notice of adjusted provisional
tax is issued.
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Penalties are imposed when the estimated taxable income for the
particular year is less than 80% of the smaller of the taxable income
for that year or the taxable income of the preceding year. The Commissioner may abate the penalty, if the circumstances were such
that the error in the estimate was beyond the control of the taxpayer.
4.03 Examination of Returns
Returns filed are reviewed by officers of the Taxation Department
and, on the basis of the review, a notice of assessment is issued. The
Commissioner has the right to request information in addition to that
called for in the tax return form and has full and free access to all
books and documents.
4.04 Interest and Penalties for Late Filing and Late Payment
A person who fails to furnish any return or information when required
to do so may be subject to a penalty varying in amount between $A4
and $A200. He will also be required to pay, as additional tax, an
amount equal to the assessed tax. If any tax is unpaid after the due
date and an extension of time for payment has not been granted, additional tax becomes due and payable at the rate of 10% a year of the
unpaid amount. The Commissioner is authorized to waive the whole
or a part of the additional taxes.
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Withholding Taxes
5.01 Withholding of Income Tax on Wages
The system in Australia of withholding tax from wages is similar to
that used in the United States. The amount to be withheld from an
employee's earnings is determined by a schedule issued by the
Taxation Department based on weekly earnings, whether a dependent
rebate is to be claimed, and whether the health insurance levy
(14.01) is to be paid. To obtain the benefit of reduced withholding
because of dependents, or where the health insurance levy will not
be paid because private health insurance has been obtained, the employee is required to complete a form providing relevant information.
If the amount withheld exceeds the employee's tax and health insurance levy liability, the excess is refunded on the filing of a return.
Withholding is required not only on wages, salaries, and other remuneration to employees, but also on directors' fees. Retirement
allowances are not subject to withholding.
The employer must pay the withheld tax and health insurance levy to
the Taxation Department each month and must issue to each employee, at completion of employment or at June 30 of each year, a
statement of the employee's total earnings and tax and health insurance levy withheld for the year ended on that date. This statement is
sent by the employee to the Taxation Department with his income tax
return. Income apart from wages is not taken into account for the
purpose of withholding.
5.02 Withholding on Interest, Dividends, and Other Payments
to Nonresidents
The taxation of interest, dividends, and other income of a resident of
Australia is discussed in Chapter 6. This section discusses the treatment of payments to nonresidents.
Withholding on Dividends Paid to Nonresidents. A resident
corporation is required to withhold tax on dividends paid to a nonresident not engaged in business through a permanent establishment in
Australia. The rate of withholding is 30%, except that the rate is
reduced by treaty to 15% for residents of the United States, the
United Kingdom, Canada, New Zealand, Singapore, the Federal
Republic of Germany, France, the Netherlands, Japan, and Belgium
(11.01). The 15% withholding tax rate also applies to dividends paid
to residents of Papua New Guinea. The tax withheld is paid to the
Taxation Department monthly. Taxable stock dividends (6.04) may
not be distributed until an amount equal to the withholding tax has
been paid to the Taxation Department.
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The withholding tax on dividends paid to nonresidents is a final tax.
Accordingly, such dividends are excluded from the nonresident taxpayer's income tax return and no provisional tax is payable thereon.
The withholding tax applies to dividends paid to nonresidents by a
resident company, even though the dividend may be paid wholly or
partly from profits earned from sources outside Australia.
No withholding is required on dividends paid to foreign exempt
organizations or foreign pension funds, provided they are exempt
from tax on such dividends in their home country.
Withholding on Interest Paid to Nonresidents. A withholding tax
of 10% is payable on most interest paid or credited by an Australian
resident to nonresidents. There are certain specific exemptions, the
most important of which are:
(a) Interest derived by a nonresident in the course of carrying on a
business in Australia through a permanent establishment;
(b) Interest paid in certain circumstances on debentures issued or
loans obtained as a result of a contract entered into or negotiated
prior to May 4, 1967, under the terms of which payment without
withholding tax may be enforced at law;
(c) Interest on government bonds entitled to a 10% tax rebate (6.03);
(d) Interest paid in a foreign country and foreign currency (1) by an
Australian resident company on its bearer debentures publicly issued
after May 24, 1971, and widely distributed in a foreign country for
foreign currency and (2) by Australian borrowers on loans obtained
after May 24, 1971, in a foreign country and foreign currency, the
proceeds of which are applied to promote Australian ownership and
control of companies and ventures;
(e) Interest incurred by a resident in carrying on business outside
Australia through a permanent establishment;
(f) Interest paid by the Australian Industry Development Corporation
on loans raised outside Australia.
Interest paid by a nonresident to another nonresident is subject to
withholding tax if it is incurred by the payer in carrying on a business
in Australia through a permanent establishment. The failure to withhold tax on such interest payment will result in disallowance of the
interest as a deduction.
The withholding tax on interest represents a final tax, and the interest
is not included on the recipient's return and is not taken into account
for payments of provisional tax. Consequently, no deductions are
allowed for any expenses incurred in connection therewith.
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A special withholding tax is imposed at the rate of 55% on a corporation's interest payments on bearer debentures if the corporation does
not disclose to the Commissioner the names and addresses of the
payees. The tax is not applicable, however, on interest payments to
undisclosed nonresidents if the interest is paid in a foreign country
and in foreign currency on bearer debentures that were issued after
May 24, 1971, in a foreign country for foreign currency. Technically,
this is not a withholding tax as the liability is imposed on the payer,
not the recipient. However, the corporate payer is permitted to reimburse itself by withholding from interest paid to those security holders whose names have not been given. A resident recipient of such
interest may credit his tax liability with the amount withheld, but no
refund is allowed for an excess of withholding over tax liability. If
the recipient is a nonresident, he may obtain a refund of any excess
of this special tax over the ordinary withholding tax.
Withholding on Insurance Premiums Paid to Nonresidents. Provisions have been made in the Act to collect income tax from the
insured person on insurance premiums paid to a nonresident insurer
when:
(a) the insured property is situated in Australia or the insured event
can happen only in Australia, or
(b) the insured person is a resident and the insurer's Australian agent
in any way influenced the insured in taking out the policy, irrespective
of where the insured property is situated.
In these instances, unless the insurance contract was made by a
branch established by the insurer in Australia, the insured person is
liable to pay income tax, as agent for the insurer, on 10% of the
premiums paid, or on the actual profit if it can be established. The
insurance premium is not deductible unless the Commissioner is
satisfied that the income tax on such premium will be paid. For purposes of this tax, an insurance contract does not include a life
insurance contract.
Withholding on Reinsurance Premiums Paid to Nonresidents.
Amounts paid for reinsurance with persons in Australia are allowable
deductions to the ceding insurer. However, when the reinsurance is
with a nonresident, the ceding insurer is entitled to a deduction only
if a special election is made. The election makes the ceding insurer
liable for filing an income tax return and paying tax, as agent for all
nonresidents with whom he is reinsured, on 10% of the gross
premiums paid. Once made, the election is irrevocable and applies
to all subsequent years.
Withholding on Royalties Paid to Nonresidents. A person liable to
pay royalties to a nonresident is legally required, before making pay10
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ment, to notify the Commissioner, who advises the amount of tax to
withhold. A payer who fails to comply with this provision is personally liable for the amount that should have been withheld. Expenses
necessarily incurred in deriving the royalty are allowable deductions
therefrom before the appropriate rate of tax is applied.
A royalty payable by an Australian resident to a nonresident is treated
as having a source in Australia, except to the extent attributable to a
business carried on by the payer outside Australia. An Australian
source is attributed to a royalty payable by one nonresident to another
to the extent that it is an expense of a business carried on in Australia
by the payer.
Unless a reduced tax rate or exemption is provided by a tax treaty,
the tax withheld on royalties from Australian sources is determined
at full Australian corporation or individual tax rates.
The meaning of "royalties" differs from treaty to treaty. Under the
tax treaties with the United Kingdom, the Federal Republic of Germany. Japan, the Netherlands, France, Belgium, and Singapore, any
royalties (other than oil and mining royalties) paid to residents of
those countries who have no permanent establishment in Australia
are subject to income tax of not more than 10% of the gross royalty
before deduction of expenses. The treaty with New Zealand limits
the tax to 15%.
Intellectual and cultural royalties, including literary copyright royalties but excluding those for motion picture films, are exempt from
Australian tax under specific provisions of double taxation agreements with the United States and Canada if the nonresident recipient
has no permanent establishment in Australia. Industrial, commercial,
and scientific royalties (including payments for know-how) paid to
residents of the United States and Canada are, however, subject to
withholding of tax at full Australian corporation or individual tax
rates.
It is not necessary for a nonresident to include royalty income in a
return unless he is otherwise required to file a return to report other
income derived in Australia. If royalty income is included in the
nonresident's return, a credit is allowed for the tax previously withheld.
Film Businesses Controlled Abroad. Income received by certain
nonresidents before August 17, 1977, from the distribution, exhibition, or exploitation of films in Australia will be taxed in accordance
with special provisions where the business was controlled principally by nonresidents, either directly by individuals or through stock
ownership. Where such income has been received, 10% of the gross
amount must be included in the taxpayer's assessable income. In
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determining the gross amount, the following may be deducted, provided they are not allowable deductions of the Australian film
distributor:
(a) Customs duty paid on the importation of films for the purpose of
carrying on the film-distributing business
(b) Sales tax paid on copies of the film printed in Australia
(c) Customs duty paid on the importation of unexposed sensitized
film on which copies have been printed.
Income derived on or after August 17, 1977, by nonresidents as
royalties for the use, or the right to use, of:
(a) Motion picture films
(b) Films or video tapes for use in connection with television
(c) Copyrights relating to motion picture films, films for use in connection with television or video tapes or in any related advertising
matter will be subject to tax at the rate of 10% of the gross amount
received.
It is also provided that the Australian person through whom a nonresident film producer sold films in Australia before August 17, 1977,
automatically became the agent of the nonresident. As an agent, he
must not make any payments to the nonresident until arrangements
have been made to the satisfaction of the Commissioner for payment of the tax due by the nonresident. The provisions applicable to
royalties received on or after August 17, 1977, also render the
Australian payer liable to pay the tax and require that similar arrangements as above be made to the satisfaction of the Commissioner.
Tax treaties provide relief from double taxation that otherwise
would result from this provision.
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Income Subject to Tax
6.01 The Nature of Taxable Income—Nontaxables
The starting point for determining taxable income is "assessable
income." which corresponds roughly to United States gross income,
except that certain capital receipts must be included. Assessable
income includes gross receipts plus any increase in inventories.
Assessable income is reduced by purchases and by decreases in
inventories in determining taxable income. Generally, foreign-source
income is taxable to a resident only if the income is exempt in the
source country. However, dividends derived from any foreign
source, and interest and royalties derived from certain of the countries with which Australia has an income tax treaty, are includable in
a resident's income. A tax credit may be obtained for foreign taxes
paid on such income (11.02).
Subject to specific statutory modifications, a receipt or benefit constitutes income only if it consists of money or something convertible
into money that is neither a return of capital nor a non-income item
under "ordinary concepts and usages." Gifts and inheritances are
exempt under this rule. A debtor would not realize taxable income
from forgiveness of indebtedness because the forgiveness is not
something convertible into money.
Certain classes of income are exempt from tax. These include the
following, subject in some cases to special conditions:
(a) Salaries of consuls and other foreign officials
(b) Income of religious, scientific, charitable and public educational
institutions; trade unions and employers' associations; various social
clubs; interest income derived by credit unions from loans to
members
(c) Income of employees' trusts
(d) 95% of lump-sum retirement allowances received by employees
(e) Income from mining for gold or for gold and copper
(f) Income derived by a bona fide prospector from the sale, transfer,
or assignment of his rights to mine for gold or certain prescribed
metals or minerals in Australia
Income may be from "personal services" or "property." The distinction is relevant in determining the undistributed profits tax of private
companies (9.03).
The Act provides for various deductions from "assessable income"
to arrive at "taxable income." These deductions fall into three
categories:
(1) Expenses incurred in earning assessable income. These expenses
correspond broadly to the various charges against profits in the tax-
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payer's accounts, subject to elimination of capital expenses, personal
expenses, and expenses incurred in earning "exempt income."
(2) Special deductions. Some items are specifically allowed as deductions; e.g., certain capital expenditures incurred in agriculture
and related industries (7.1 5) and mining industries (7.03) as well as
the investment allowance (2.04) and the trading stock valuation
adjustment (2.04), which would not be deductible for accounting
purposes.
(3) General deductions. These are items such as gifts to charitable
institutions, portion of allowances paid to employees living away
from home, and interest payments on certain home loans.
Tax is determined on taxable income, and the tax may be reduced by
certain credits or rebates, such as the foreign tax credit, the rebate
on certain government loan interests, or the concessional rebates.
The concessional rebates relate to items of a personal nature and
include tax rebates for support of dependents, medical expenses,
life insurance premiums, etc., similar to itemized deductions and
exemptions under United States law (10.02 and 10.03).
6.02 Business Income
Business taxable income rarely agrees with income as determined
for accounting purposes. The usual presentation to the tax authorities
starts with "book profit" and lists the adjustments required for tax
purposes.
6.03 Interest Income
All interest, including interest on securities issued by the federal
government or a state, must be included in assessable income, except interest received by nonresidents that is not connected with a
business carried on by them in Australia. However, rebate of tax is
granted in the amount of 10% of interest on certain government
securities as well as on securities issued by certain state corporations. This rebate only has limited application.
Interest from a source outside Australia is taxable to an Australian
resident only if it is exempt from tax in the country of origin, except
that interest derived in the United Kingdom, New Zealand, Japan,
Singapore, the Federal Republic of Germany, the Netherlands,
Belgium, and France is assessable, subject to a tax credit for foreign
taxes paid. For this purpose, interest on obligations secured by mortgages on property in Australia is deemed to be derived from an
Australian source and is taxable in any event.
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6.04 Dividends
The treatment of dividends differs from that under the United States
Internal Revenue Code in several important respects. For instance,
dividends satisfied by the issue of stock of the distributing corporation are fully taxable, unless they are charged against profits or
surplus arising from the sale or revaluation of capital assets or from
issue of shares at a premium. Even though charged against such
sources, stock dividends are taxable if they are issued in redeemable
shares or as part of a plan to distribute cash or other assets to the
shareholders by a subsequent reduction in the capital of the company. Distributions in liquidation or in reduction of capital of a
corporation are discussed at 9.05.
A resident corporation is entitled to a rebate of tax on dividends included in taxable income (9.03), regardless of whether the dividends
are paid by a resident or nonresident corporation. However, the rebate on dividends received by a private corporation from another
private corporation may be limited to 50% of the tax, unless the
Commissioner is satisfied that, under the circumstances, the full
rebate should be allowed. Special provisions have been introduced
to ensure that when a dividend is received as part of a "dividend
stripping" operation, the dividend rebate (if any) is calculated only
on the net dividend after deducting the cost of the shares. Moreover,
if a company values trading stock (inventory) at a value higher than
the lowest of cost, market, or replacement, and the valuation option
was exercised in that way for the purpose of increasing the company's entitlement to a rebate on dividends included in taxable
income, the rebate is limited to the amount that would have been due
if the taxable income had been calculated on the basis of the lowest
possible trading stock values.
A shareholder who is resident in Australia must include in income
the full amount of dividends from both resident and foreign corporations. The same rule applies to a nonresident shareholder engaged in
business through a permanent establishment in Australia, but only
as to his Australian-source dividends. A nonresident not so engaged
is subject to withholding tax, as outlined at 5.02. Under the Australian law, and in some cases under tax treaties, a resident is allowed a credit against the Australian tax for the foreign tax paid on
dividends received from a foreign corporation (11.02).
6.05 Capital Gains and Losses
Subject to special rules, explained below, relating to certain assets
acquired after August 21, 1973, capital gains and losses are treated
as follows:
• Gain or loss on sale is recognized where the asset is held by a dealer
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or held primarily with the expectation of a rise in price and eventual
sale at a profit.
• Gain or loss is not recognized if the asset is held primarily for use
or for the purpose of deriving periodic investment income.
The distinction is not always an easy one to make. All the circumstances of the particular case must be considered, including the
nature of the asset, the intention at the time of purchase, the vocation
of the taxpayer, the number of similar transactions the taxpayer has
made, the objects clause in the memorandum of association of a
corporation, the length of time the property was held, the circumstances of the sale, etc. Gain or loss on the disposal of depreciable
assets, to the extent that the gain or loss represents excess or inadequate depreciation, are dealt with by way of balancing adjustments
(7.02).
Certain Assets Acquired After August 21, 1973. Any profit on the
sale of property acquired after August 21, 1973, and sold within 12
months of acquisition is included in assessable income. Any loss
arising in these circumstances is not specifically deductible. However, a deduction may still be allowable under the provisions relating
to trading property and property acquired with the intention of resale
at a profit, as explained previously.
Redemption of Bonds. A gain realized by the holder on redemption
of bonds is exempt from tax, except when the bonds are held by a
person in whose hands profit arising from the sale of the bonds would
have been taxable (see above). There is no provision in the law for
treating redemption premium as interest.
6.06 Income from Royalties, Patents, Copyrights, Etc.
Royalties paid to nonresidents are subject to withholding tax (5.02).
The term "royalties" includes payment for technical know-how and
for the right to use industrial, commercial, or scientific equipment,
motion picture films, and broadcasting tapes. For special provisions
relating to oil and mineral royalties, see 7.03.
Problems may arise in connection with the assignment of a patent,
copyright, or similar property (referred to as "industrial property")
in determining whether the transaction constitutes a sale or a license.
Generally speaking, a transaction will constitute a license, and the
receipts will be taxed as royalties, if the amounts to be received are
dependent on the use of the property, the sales involved, or the profits
derived.
The sale of a patent or copyright will give rise to business income to
a professional inventor or author, but not to an amateur. If the
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amateur has held the patent or copyright for the purpose of deriving
royalty income, profit on the sale will be a nontaxable capital gain,
except to the extent of amortization previously allowed (7.02). On
the other hand, if the sale by the amateur occurs prior to any use of
the asset for royalty production, the gain might be taxable as gain on
the sale of property acquired for purposes of making a profit on sales
(6.05).
Special provisions, the effects of which are similar to incomespreading, apply to abnormal income of authors and inventors.
6.07 Insurance Proceeds and Annuities
Life insurance proceeds paid in a lump sum are not taxable.
Reversionary bonuses on a policy of life insurance are expressly excluded from income. A reversionary bonus is payable at the maturity
of the policy, as contrasted with an annual bonus paid in cash.
Annuities are generally includable in income. However, where an
annuity has been purchased, the gross payments may be reduced by
a portion of the consideration paid. Thus, the annuitant can recover
his investment tax-free over the life of the contract. The excludable
portion is determined by dividing the consideration paid by a period
equal to the number of years in the annuitant's life expectancy. The
consideration includes only the excess over any amount that was the
subject of a concessional allowance or rebate (10.02). The annuitant
enjoys the exemption throughout his lifetime even though he lives
beyond his life expectancy and, thereby, recovers more than his cost
by way of deductions. See also 12.01 as to retirement benefits.
6.08 Redemption of Income Equalization Deposits
Companies and individuals engaged in the business of primary
production in Australia are entitled to use the Income Equalization
Deposits Scheme to attempt to reduce the effects of their income
fluctuations from year to year. Under the scheme, monies paid to the
Commissioner of Taxation in respect of Income Equalization
Deposits are. subject to certain conditions, allowable deductions
against assessable income in the year the deposits are made. When
the deposits are withdrawn, they are includable in assessable income
of the year of the withdrawal. See 7.15 for a fuller discussion of
this topic.
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Deduction Items
7.01 Business Expenses
The Act provides generally for the deduction of expenses incurred in
earning taxable income or, more specifically, for the allowance of
"losses and outgoings"—
(a) to the extent incurred in gaining or producing taxable income, or
(b) to the extent necessarily incurred in carrying on a business for the
purpose of gaining or producing taxable income.
The purpose of the dual provision is to permit the deduction of
expenses of producing nonbusiness income as well as the deduction
of business expenses. Losses or outgoings are allowable in the year
incurred, whether or not income is produced in that year.
No deduction is allowed for "losses or outgoings of capital" in the
absence of specific statutory authority. The distinction between a
nondeductible "capital expense" and a deductible "revenue expense" is nebulous and has resulted in much litigation. Generally,
the distinction is between expenditures on the profit-yielding subject
and those incurred in the profit-yielding process. No deduction is
allowed for personal expenses or expenses of producing tax-exempt
income.
7.02 Depreciation
Depreciation is not allowed as a matter of right, but is limited to
specifically enumerated categories of assets. However, the categories are comprehensive enough to include most common assets
with the exception of buildings. Depreciation of buildings is permitted only where they are used in industries engaged in "primary
production" (7.15) or in research.
Depreciation is clearly allowable for movable business assets, including equipment, machinery, and furniture. Immovable items or
fixtures, apart from the building itself, are depreciable only if they
constitute "plant." The quoted term has a technical meaning and includes equipment used in manufacturing operations or related
functions. The building itself may constitute plant and be subject to
depreciation to the extent of the cost of unusual construction, such
as a special chimney required in the manufacture of tile to generate
extreme heat. Certain fixtures, such as elevators, lighting system, air
conditioning, and plumbing, may be depreciable as plant.
Depreciation is allowable from the time the plant is installed even
though it is not immediately put into service. Depreciation is not
allowable for acquired plant that has not yet been installed.
Scientific Research. Expenditures for purely scientific research may
be depreciated generally at a straight-line rate of 331/3% or a
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declining-balance rate of 50%. This applies to tangible assets, such
as buildings, machinery, or plant, but not to intangible assets,
such as patents (which are discussed later in this section). However,
expenditures incurred in obtaining the grant or renewal of a patent
may be deducted as incurred. The cost of successful research in producing a new product, as well as the cost of unsuccessful research,
may be deducted in its entirety as incurred.
Depreciation Rates. A table of depreciation rates similar to the
superseded United States Bulletin " F " has been published by the
Commissioner. These rates for some assets in common use are in
Appendix A. Higher or lower rates may be approved by the Commissioner for special types of plant and plant used under abnormal
working conditions. A taxpayer dissatisfied with the Commissioner's determination may appeal to a Board of Review (1.03).
A standard annual depreciation rate of 331/3% is allowed for certain
facilities provided for the convenience and comfort of employees
(and for the care of their children), including recreational facilities,
dining facilities, rest rooms, and first-aid rooms.
For depreciation of assets used in the extractive industries, see 7.03;
and for assets of primary producers, see 7.1 5.
Depreciation Methods. Depreciation must be determined under the
prime cost (straight-line) method or under the diminishing-value
(declining-balance) method at 1 50% of the straight-line rate. The
diminishing-value and straight-line methods are commonly used,
although the straight-line method is available only under a special
election.
Disposal of Assets. Where a loss results on the sale or disposition
of a depreciable asset, the taxpayer is allowed a deduction of the
difference between depreciated cost and the amount realized on sale
or disposition. When a profit is realized on the sale or disposition of
a depreciable asset, the taxpayer may select one of two alternatives:
(a) He may include the profit in assessable income to the extent that
it does not exceed depreciation claimed.
(b) Or, on notification to the Commissioner, he may apply this
amount as a "balancing charge" to reduce the cost of replacement
assets for purposes of depreciation.
Where depreciable and nondepreciable assets are sold together, it
is important to the seller that the bill of sale provide for an allocation
of the sales proceeds; otherwise, the Commissioner may allocate
the proceeds in such manner that the maximum profit on sale will
result.
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The basis for depreciation of the assets in the hands of a transferee
is generally limited to the transferor's depreciated value increased
by any profit on sale assessed to the transferor or balancing charge.
The Commissioner is authorized to waive this limitation in proper
circumstances and permit depreciation based on the consideration
actually paid.
Depreciation of Patents, Copyrights, and Similar Items. Depreciation is allowable for the cost of patents, copyrights, and similar
intangibles over their legal lives. If the asset is disposed of before
the expiration of its life, gain or loss may be determined in the usual
way as balancing charges or deductions. For determination of gain or
loss when the asset is sold by an amateur inventor or author,
see 6.06.
7.03 Depletion and Other Items Attributable to Natural Resources
The Mining and Petroleum Industries. The legislation providing for
special deductions for the mining and petroleum industries was
amended as of September 18, 1974, August 17, 1976, and August
24, 1977. The following comments describe, in broad terms, the
deductions available under the revised legislation. The former provisions, which generally continue to apply to expenditure incurred up
to September 17, 1974, and after that date pursuant to a pre-existing
contract, are not discussed.
Exploration Expenses. Expenditures connected with exploration and
prospecting for minerals (other than gold) and petroleum are deductible when incurred. Exploration and prospecting expenditures do
not include normal mining expenditures related to the extraction of
minerals as opposed to the discovery of mineral deposits. The
exploration expenses incurred in the search for minerals, excluding
petroleum, are deductible only against net mining business income,
including income from associated activities, but excluding income
from petroleum. The exploration expenses incurred in the search for
petroleum are deductible only against the net income from petroleum
with an important exception—such expenditure incurred after
August 17, 1976, is deductible from income derived from any
source, but only to the extent of any income of the year remaining
after all other allowable deductions have been taken. The net mining
business income and the net income from petroleum are the amounts
remaining after deducting all related expenses, including the special
deductions referred to below. Any undeducted exploration expenditure is carried forward for deduction against the respective classes
of income in subsequent periods.
Allowable Capital Expenditure. Capital expenditure incurred in
developing and operating a mining property or petroleum field is
referred to as "allowable capital expenditure." The term includes
10
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plant, housing and welfare facilities for mine employees and their
families as well as the cost of providing water, power, and communications to the mining site or petroleum field. It also includes
expenditure incurred on or after August 25, 1977. on plant for use in
the liquefaction of natural gas. The term does not include facilities
not on or adjacent to the mining site or petroleum field nor does it include expenditure incurred in connection with the transport of
minerals or petroleum. (See Transport of Minerals.)
Allowable capital expenditure incurred on or before August 17,
1 976, (termed "residual previous capital expenditure") is deductible over the estimated life of the mine or petroleum field or 25
years, whichever is less. Allowable capital expenditure ("residual
capital expenditure") incurred after August 17, 1976, is deductible
over the estimated life of the mine or petroleum field or five years,
whichever is less. Allowable capital expenditure (as so amortized)
of a petroleum field incurred on or before August 17, 1976, is
deductible only against net income from petroleum; and such
expenditure incurred after August 17, 1976, is deductible against
net assessable income from all sources. Allowable capital expenditure (as so amortized) of a mining property is deductible against net
assessable income from all sources. Any undeducted allowable
capital expenditure is, in effect, treated as expenditure incurred in
the succeeding year and amortized over the remaining life of the
property.
Transport of Minerals. Capital expenditure incurred on or before
August 17, 1976, on a railway, road, pipeline, or other facility for
transporting minerals, including petroleum, is deductible on a
straight-line basis over 20 years. Such capital expenditure incurred
after August 17, 1976, is deductible over 10 or 20 years, at the
option of the taxpayer. Capital expenditure incurred after August 17,
1976, on port facilities or other facilities for ships also qualifies for
this deduction, except for expenditures qualifying for deduction
under any other provisions (for example, expenditure on depreciable plant). Expenditures for railway rolling stock, road vehicles,
and ships do not qualify for this deduction. However, such items
would normally be "plant" as defined in the Act, which would be
depreciable under the ordinary depreciation provisions.
Plant. Where expenditure on plant qualifies as allowable capital
expenditures taxpayer may elect that the cost of plant be deductible
under the ordinary depreciation provisions rather than as allowable
capital expenditure.
Depletion. The Australian law does not provide for depletion allowances. Therefore, none of the expenses allocable to the purchase
price of mineral deposits may be deducted. However, deduction is
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allowable, under the general rules applicable to business expenses,
for royalties paid in consideration of the right to extract minerals.
Timber Operations. A taxpayer carrying on timber operations is
allowed to amortize the cost of access roads and buildings (situated in or adjacent to the area where timber is felled) used in the
business. The costs are amortized over the estimated period during
which the roads or buildings will be used for the purpose for which
they were constructed, or for 25 years, whichever is less.
When the access roads or buildings are disposed of, destroyed, or
no longer used, the excess of any consideration received over the
residual capital expenditure is taxable. If the residual capital expenditure exceeds the consideration, the balance is deductible.
A taxpayer acquiring timberland, or the right to fell timber, may
deduct that portion of the cost of acquisition that is attributable to
standing timber felled during the year.
7.04 Bad Debts
Bad debts charged off the books during the taxable year as worthless may be deducted for tax purposes. Recoveries of previously
deducted bad debts must be included in assessable income. No
deduction is allowable for additions to a reserve for doubtful
accounts. Deduction probably will be disallowed for write-offs in
the form of a book adjustment after the close of the year. Bad-debt
deductions are ordinarily limited to amounts previously accrued as
income by the taxpayer. However, a taxpayer in the loan business
may deduct the principal amount of a worthless loan receivable.
The purchaser of a business may not deduct bad debts representing
worthless receivables acquired from his predecessor.
For the income year commencing July 1, 1972, and subsequent
years, a corporation is denied a deduction for bad debts, unless it
satisfies either a continuity of ownership or continuity of business
test. The percentage ownership requirements and other aspects of
the new provisions correspond generally to those relating to carryover of operating losses (7.08).
7.05 Leases
Rents incurred are allowable deductions under the general rules concerning deductions of expenses incurred in producing income.
Premiums paid or received on a lease, as distinguished from ordinary rent payments, are considered to be of a capital nature. As
such, they are ordinarily not deductible by the lessee or assessable
to the lessor.
Premiums received on a lease are taxable as income only if the
property was intended to be used for non-income-producing pur10
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poses. Where the property is used only in part for income-producing
purposes, an estimate of the premium to be reported as income will
be made by the taxation authorities.
Leasehold Improvements. Except for certain leases for primary production, lessees may not deduct expenditure on improvements to
leasehold property, and the cost of these improvements will not be
taxable as income to the lessor.
7.06 Taxes
Taxes other than income taxes are deductible if incurred to produce
taxable income. Local municipal rates and land taxes are generally
deductible for business or rental property. Miscellaneous taxes,
such as sales taxes, documentary stamp taxes, and customs and
excise duties, are additions to the cost of the goods to which they
relate. Miscellaneous taxes incurred in acquiring capital assets are
treated as capital expenditures. Stamp taxes incurred in connection
with a lease of property are allowable deductions, providing the
leased property will be used by the taxpayer to produce taxable
income. (See also 7.13.)
7.07 Interest
Interest is deductible only if the principal was used for the purpose
of producing assessable income. If it was not so used, the interest
is not deductible, despite the fact that the principal may be secured
by an income-producing asset. If the principal is invested in an
income-producing asset, interest is deductible even though it might
properly be capitalized for accounting purposes. If the proceeds of
the loan are invested in nonproductive assets or in assets yielding
exempt income, the interest is not deductible. A deduction is not
allowed in certain circumstances for interest incurred by a corporation on notes convertible into stock. See 5.02 for the nondeductibility of interest for failure to withhold tax on interest paid
by a nonresident to another nonresident.
Legal fees and other expenses of borrowing money for incomeproducing purposes may be deducted over the term of the loan or
five years, whichever is less.
7.08 Operating Losses
The excess of deductions, other than concessional deductions
(10.02), over the sum of assessable income and net exempt income
can be carried forward by individuals and corporations as a deduction against income of the seven succeeding years. Primary producers (7.1 5) may carry forward such losses indefinitely. There is no
provision for carryback of losses. Net exempt income is the exempt
income reduced by allocable expenses and, in the case of a resident
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foreign taxes. Any loss carried forward must be applied, first,
against exempt income. Exempt income is now limited largely to
certain foreign-source income (2.01). See also 6.01.
A special provision precludes the carryforward of an operating loss
by a corporation, unless a specially defined continuity of interest
or business is found. Specifically, during both the year of the loss
and the year to which the loss is carried, there must be a beneficial
ownership by the same shareholders of shares that have more than
50% of the voting rights, dividend rights, and rights to liquidating
distributions, or else the corporation must carry on at all times during the year of income the same business as that carried on immediately before the change of ownership. Also a special provision prevents the carryforward of losses where, although the continuity of
ownership test has been satisfied, the benefit of the loss carried
forward would flow mainly to persons who were not shareholders
during the loss year.
7.09 Worthless Stocks, Securities, and Other Assets
Ordinarily, no deduction is allowable for worthlessness of stocks or
securities, unless the taxpayer is a dealer. However, a loss deduction may be allowable to a non-dealer if the stock was originally
acquired with the expectation of a rise in value and eventual sale at
a profit. The deduction will be allowed only if the taxpayer has notified the Commissioner in his first return after acquisition that the
stock or securities were acquired for later sale at a profit or for carrying on a profit-making undertaking. Under these circumstances, of
course, any gain would be taxable (6.05).
If a depreciable asset is abandoned or otherwise becomes worthless,
a deduction of the depreciated value may be applicable (7.02).
7.10 Casualty Losses
No deduction is provided for casualty losses as such. If inventory is
destroyed or damaged, the loss will be reflected in cost of goods
sold and will result in reduced gross profit. If a depreciable asset is
destroyed or damaged there may be a deduction, as in the case of
sale or other disposition of an asset (7.02); and, to the taxpayer the
effect will be that of a loss deduction.
The law specifically provides for the deduction of business losses
caused by embezzlement by employees. Such loss must be offset by
any insurance or indemnity received. The loss is deductible in the
year discovered, regardless of when it occurred.
7.11 Charitable Contributions
Under a special provision, both corporations and individuals may
deduct charitable contributions to funds, authorities, or institutions
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in Australia, that have been approved by the Commissioner. These
include public hospitals, public benevolent institutions, and public
universities. Gifts to religious organizations,as such, are not
deductible. However, gifts to institutions, such as those mentioned
above, which are run by religious organizations are deductible.
Deductions for charitable contributions are limited to taxable income otherwise determined and cannot form part of an operating
loss carried forward (7.08).
7.12 Advertising and Entertainment Expenses
Advertising and entertainment expenses may be deducted if they
meet the general requirements for deduction of business expenses
set forth in 7.01 . The deduction for entertainment expenses is frequently the subject of dispute with the Commissioner—the main
difficulties arising from questions of fact. However, a deduction is
allowed if the expenses are reasonable in amount and are reasonably related to the conduct of the business. Membership fees of
sports and social clubs are not deductible under any circumstances.
Expenditure for boating and other "leisure facilities," such as holiday cottages, ski lodges, and tennis courts, are not deductible without satisfying stringent tests for determining a genuine and
substantial business need for the facility.
Advertising expenses are ordinarily deductible in the year incurred,
even though designed to produce income in a future year. It is conceivable that certain initial advertising expenses, unusual in amount,
such as those to promote the introduction of a new product, might
be disallowed on the grounds that they constitute capital outlays.
7.13 Legal Expenses
Legal expenses are deductible if they meet the general requirements
for deduction of business expenses (7.01). No deduction is allowed
if the legal expenses constitute capital outlays or personal expenses.
The line between deductible and nondeductible legal expenses is
often indistinct. An example of deductible legal expense is that for
recovering trade debts; an example of nondeductible expense is that
incurred in purchasing fixed assets.
A taxpayer may deduct legal fees for advice in preparing an income
tax return, but not for that incurred in connection with a tax appeal.
Legal expenses incurred by a taxpayer in preparing a lease of property that will be held for the production of taxable income are
deductible in the year incurred. See 7.07 for the deduction of legal
expenses in connection with borrowing money.
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7.14 Insurance
Premiums paid on insurance policies covering the ordinary types of
business risks are deductible when they can be considered normal
business expenses. These would include premiums on policies
covering fire; loss or damage from other causes; loss of profits; life;
accident; disability of an employee; and fidelity guarantees.
Insurance premiums on the life of the taxpayer or his family (for
sickness, personal injury, or accident) and certain other premiums
give rise to tax rebates to the extent outlined in 10.02.
7.15 Special Deductions for Agriculture and Related Industries
and Fishing
Special deductions are allowed to a taxpayer who is engaged in
"primary production" in Australia. Primary production is defined as
production resulting directly from the cultivation of land; the
maintenance of animals or poultry for the purpose of selling them or
their bodily produce, including natural increase;the catching of
fish; and the manufacture of dairy products by the person who produced the raw material used in that manufacture. The special deductions for primary producers cover certain expenditures of a capital
nature, such as those incurred in clearing and preparing land,
eradicating pests, conserving soil, and conserving or conveying
water. The expenditures are amortized over ten years. It is not
essential that the taxpayer own the land on which the expenditures
are made. The deduction does not apply to improvements that fall
within the definition of "plant." "Plant" includes fences, dams, and
certain other structural improvements. Plant owned by a primary
producer is depreciated in the same way as plant of a nonprimary
producer.
Income Equalization Deposits. Taxpayers, either companies or
individuals, who are engaged in a business of primary production
in Australia are eligible to participate in an Income Equalization
Deposits Scheme. Under this scheme, monies deposited by taxpayers with the Commissioner of Taxation as income equalization
deposits may constitute a deduction against assessable income in
the year the deposit is made. Conversely, such funds withdrawn by
the taxpayer constitute taxable income in the year of withdrawal
(6.08). Interest at the current rate of 5% per year is paid on these
deposits. Such interest constitutes taxable income when paid or
credited to the taxpayer. To qualify as a deduction in a particular
year of income, deposits with the Commissioner must be made
within the 12-month period ending two months after the end of that
year of income and not be withdrawn earlier than 12 months after
the date of deposit. For example, to qualify as a deduction in the
10
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year of income ended June 30, 1978, the deposits must have been
made between September 1, 1977, and August 31, 1978.
The total deductions allowable in any one year of income are subject to several limitations:
• The deduction cannot exceed $A100,000.
• The deduction cannot exceed 40% of "gross receipts from primary
production."
• The deduction cannot create a loss for tax purposes.
• The deduction is limited to the taxpayer's taxable income from
sources other than taxable income from property.
7.16 Nondeductibles
A number of business expenses might conceivably be appropriate
deductions for accounting purposes in arriving at net business income, but are not deductible for tax purposes. Examples of such
items are:
• Expenses of closing part of business
• Moving expenses
• Penalties and fines for breach of law
• Organization expenses of a company
• Interest on certain convertible notes (7.07)
• Additions to reserves or provisions for bad debts, contingencies,
inventory obsolescence, and anticipated losses
• Income tax and undistributed profits tax
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Accounting for Income
and Expenses
8.01 Tax Accounting Generally
The law provides that tax shall be levied on taxable income (3.01)
"derived" during the income year, but the quoted term is not
defined. Some business expenses that are normally accrued for book
purposes may not be deductible for income tax purposes. For example, the Commissioner does not allow a deduction for accrued
holiday pay and accrued long service leave, despite the fact that
such expenses can be estimated rather accurately.
8.02 Accrual of Business Income and Expenses
Manufacturing and other commercial enterprises are generally
required to report income on an accrual basis. As a result of a High
Court decision, the Commissioner now requires that all business
income and nearly all professional income be computed on an
accrual basis. A cash basis remains appropriate for certain lawyers,
doctors, dentists; in general, sole practitioners who are considered
to be providing personal services rather than carrying on businesses.
Income that is prepaid is usually included in income in the year of
receipt unless, taking the circumstances into account, receipt alone
would not be sufficients cause income to be "derived." For example, insurance companies may carry forward unearned premiums,
publishers may carry forward unearned subscriptions, and companies carrying on business as tutors (such as dancing academies
and business colleges) may defer unearned tuition fees.
The selling price of inventory is included in assessable income
when the sale occurs. Interest derived from an instalment sale of
inventory is apportioned on an appropriate basis over the total
period of instalments.
8.03 Long-Term Contracts and Instalment Sales
The instalment method of reporting assessable profits on sales (of
non-inventory items) is usually permitted, although there is no
specific statutory authority. Interest derived by financiers of instalment sales (usually under "hire-purchase" contracts) may be
determined under the declining-balance method or by reference to
the "rule of 7 8 " (sum of the months' digits for one year).
The instalment purchaser may deduct interest and other hiring
charges or may capitalize them where appropriate and increase the
depreciation basis accordingly.
Profits from long-term construction contracts are customarily
determined for tax purposes by, essentially, the percentageof-completion method, but see also the last paragraph of 4.01.
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8.04 Inventories
The taxpayer has the option of valuing inventory at cost (using the
first-in, first-out or average cost methods of inventory identification), replacement value, or market value. For this purpose, market
value is the price at which the taxpayer can sell the items in the
ordinary course of business, without deducting selling and delivery
expenses. Cost includes freight-in, insurance, excise taxes, and
similar charges incident to acquisition.
The same valuation method need not be used for the entire inventory—a different valuation method may be applied to different items
of the same class of inventory. Adoption of any method is not permanent, but may be changed from year to year. A common practice
is to value items at the lower of cost or market. Whichever method
or methods are used to value inventory, the rule is that the basis
adopted for the closing inventory must be the basis of the beginning inventory of the following year.
Valuation of work in progress and finished goods of manufacturers
usually includes overhead. The "direct cost" method may be permitted if used consistently, but the taxation authorities are reluctant
to grant permission to change to this method.
The disposal of inventories other than in the ordinary course of
business, including disposal by gift, is the subject of special statutory provisions, which require the market value of the inventory to
be included as taxable income. The general effect of these provisions is to treat the unrealized profit on the disposal of inventory
as taxable income rather than as nontaxable capital gain. The
acquirer of the inventory uses the market value as its cost of
acquisition.
The provisions dealing with disposal of inventories other than in the
ordinary course of business apply, for example, when a proprietorship is incorporated, or when a partnership is formed or dissolved,
or the partnership agreement is varied, or the interests of the partners
change. In each case, inventory is treated as being sold at market
value with the unrealized profit being included as taxable income.
Carryover of inventory valuations from a proprietorship to a partnership or from one partnership to another is permissible, provided the
predecessors retain at least 25% of ownership of the successor
entity. Similar provisions apply where a business operated by a decedent is continued by his estate or beneficiary.
When inventory is sold by a taxpayer to an associated taxpayer at a
price that the Taxation Commissioner considers excessive, he may
reduce that price to one he considers fair and reasonable. To make

10 Deloitte Haskins & Sells

Australia

such adjustment, the Commissioner must be satisfied that the taxpayers were not dealing with each other at arm's length in relation to
the transaction. After such an adjustment, the reduced price must be
used for all purposes of the Act by both the buyer and seller.
Obsolescent Inventory. Obsolescent inventory may be valued, with
the approval of the Taxation Commissioner, at lower than cost, at
replacement value, or at market value. Approval will be given only
after request is made by the taxpayer. The Commissioner's determination of value will take into account (1) the quantities of closing
inventory, (2) the quantities of stock sold, exchanged, or used in
manufacture since the end of the income year, (3) the prospect of
future sales, exchange, or use in manufacture, (4) quantity of stock
sold, exchanged, or used in manufacture by the taxpayer in the current and preceding years of income, and (5) such other matters as
the Commissioner considers relevant.
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Provisions Peculiar to Corporations
9.01 Resident and Nonresident Corporations Compared
A resident corporation is taxable on income from Australian sources,
nondividend income from foreign sources not taxed in the source
country, and foreign dividend income whether or not taxed in the
source country (6.01). A resident corporation is also taxable on interest and royalties received from certain countries that have a tax
treaty with Australia, subject to a tax credit for foreign taxes paid on
this income (2.01).
The statutory definitions of the Act provide, in effect, that a corporation is resident in Australia when:
(a) it is incorporated in Australia, or
(b) although not incorporated in Australia, its central control and
management are in Australia, or
(c) although not incorporated in Australia, it carries on business in
Australia and its voting power is controlled by shareholders resident
in Australia.
Corporations not meeting any of these specifications are, therefore,
considered nonresident. A nonresident corporation is taxable only
on income derived from Australian sources, and its foreign income
is exempt from Australian tax, regardless of whether it is taxed in
the source country.
Resident and nonresident companies, both public and private, are
taxed at the same flat rate—46%. However, the tax on undistributed
income (9.03) applies to a nonresident private company (9.02) only
if the company carried on business in Australia by means of a principal office or a branch. See also Chapter 5 (withholding), 6.03 and
6.04 (interest and dividends), and 11.01 (tax treaties). Nonresident
corporations are not entitled to the rebate of tax on dividends included in taxable income (6.04).
Overseas Ships. A special provision applies to ship operators whose
principal place of business is outside Australia and who carry passengers, livestock, mail, or goods shipped from Australia. Under
this provision, 5% of the amount paid or payable in respect of such
transportation, whether payable in or out of Australia, is deemed to
be taxable income derived by the taxpayer in Australia. A deduction is provided for any amount payable under the Australian Industries Preservation Act 1906-1937 to the owner or shipper of the
goods or the agent of either. See also the discussion of tax treaties
at 11.01.
9.02 Distinction Between Public and Private Corporations
For Australian tax purposes, corporations are divided into two categories—public and private. The classification is designed to frus15
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trate use of the corporate form to avoid the high tax rates on
individuals. This is accomplished by subjecting private corporations, but not public corporations, to the tax on undistributed income
sometimes referred to as the "Division 7 " tax. This tax is similar to
the accumulated earnings tax imposed by the United States Internal
Revenue Code. The primary tax (that is, the regular corporate tax as
distinguished from the tax on undistributed income) applies to both
private and public corporations at the same rate.
A private corporation is a corporation controlled by a relatively small
number of shareholders. A corporation qualifies as public only if it
meets precise statutory requirements. If the corporation fails to
qualify under this definition, it is taxed as a private corporation.
Although the statutory requirements are somewhat complicated,
they can be stated in general terms as follows: First, the common
stock of the corporation must be listed on a stock exchange at the
end of the income year. Second, throughout the year, 20 or fewer
persons must not own 75% of the paid-up capital (other than preferred shares), control 75% of the voting power, or be entitled to
75% of the corporate distributions. Moreover, the Commissioner of
Taxation has discretionary powers for the purpose of preventing a
company from avoiding tax by adopting an artificial public or private
status which is different from its essential character.
Subsidiaries of public corporations are exempt from private corporation classification. Generally, a public company subsidiary is
defined as a company which at all times during the year of income
is wholly owned or controlled by public companies or is a subsidiary company in which one or more listed companies are
beneficially entitled, directly or indirectly, to more than 50% of the
subsidiary's voting power, dividends, and capital distributions.
This provision was introduced in order to prevent otherwise private
companies attaining "artificial" public company status.
The Commissioner of Taxation, at his discretion, may treat a private
corporation as a public corporation if it can be shown that private
corporation treatment would be unreasonable because of special
circumstances; for example, if steps are being taken to convert a
private corporation to a public corporation, but the conversion is not
complete by the end of the income year under examination. Considerable emphasis is laid upon the necessity for special circumstances
to exist, and it is unusual for the Commissioner to exercise this
discretion.
9.03 Taxes Applicable to Resident Public and Private Corporations
Primary Tax. For the most part, taxable income of a corporation is
determined in accordance with the same principles that apply to an
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individual taxpayer. One difference is that resident corporations are
allowed a rebate of tax on dividends to the extent that they are included in taxable income. The rebate is granted regardless of
whether the dividends are received from resident or nonresident
corporations, are paid from sources within or without Australia,
have been taxed in another country, or are paid out of profits that
have borne tax in another country. In general, the amount of rebate
is determined at the average rate of primary tax on the net dividends
received. However, for dividends received by a private corporation
from another private corporation, the rebate is reduced to 50% of
the average rate of primary tax on the net dividends, except as to
dividends paid by a nonresident private corporation out of profits
derived from sources outside Australia. The purpose or this reduction is to discourage the circulation of undistributed profits among
a group of private corporations in order to avoid tax on undistributed profits. In practice, a full rebate is usually allowed by the Commissioner under discretionary powers, provided the private corporation dividends are passed through any intermediate corporations to reach an individual within 22 months after the end of the
year in which the dividends were first received by a corporation in
the group. See also 6.04.
Separate and Consolidated Income Tax Returns. Each corporation
is regarded as a separate entity and is taxed as such. There is no
provision whereby losses sustained by one corporation within a
group may be offset against taxable profits of associated subsidiaries
or the parent corporation.
Tax on Undistributed Income. The tax on undistributed income is
50% of the "insufficient distribution," defined as the amount by
which dividends, other than certain exempt dividends (6.04), fall
short of the "sufficient distribution." Nondeductible interest on
convertible notes (7.07) is treated as a dividend for purposes of this
tax. The sufficient distribution is "distributable income" reduced by
the "retention allowance." Distributable income is taxable income
reduced by the primary tax and foreign income taxes. In determining the retention allowance, distributable income must be classified
as to (a) property income and (b) other income. For this purpose,
each class of income is proportionally reduced by the income taxes.
The retention allowance is a percentage of distributable income, as
follows:
Dividends from private corporations
Other property income
Other income

None
10%
60%

To be part of a sufficient distribution, dividends must be paid within
a period beginning two months before and ending ten months after
the end of the income year. If not actually paid, the dividends must
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be credited to the accounts of individual shareholders on the corporation's books in such a manner that they may be drawn upon as
the shareholders require. Dividends paid on what amounts to a
dividend/share premium exchange are ignored in determining
whether a company has made a sufficient distribution. Dividends
paid to nonresident private companies are also ignored, except to
the extent that the Commissioner is satisfied, on the basis of specified conditions, that the dividend was not paid for tax avoidance
purposes. These provisions are designed to prevent the avoidance
of undistributed profits tax by payment of a dividend to a nonresident
"repository" company rather than to individual Australian residents
who would be subject to personal income tax on the dividends
received.
In determining whether a company has made a sufficient distribution
in respect of a year of income, dividends paid during the last two
months of the income year will not be taken into account, unless
either a continuity of ownership test or a continuity of business test
is satisfied during the last two months of the income year. The continuity tests are similar to those relating to the carryover of company
losses (7.08).
9.04 Life Insurance Companies
Life insurance companies are taxed only on investment income, not
on premiums, at rates shown in the Rate Tables. Expenses are deductible only to the extent that they relate to investment income. No
deduction is allowed for expenses attributable to premium income.
General expenses must be allocated between investment income
and premium income in proportion to the amount of income from
both sources.
A special deduction based on "calculated liabilities" is also allowed. The quoted term refers to the "valuation of liabilities" (that
is, the actuarial valuation of an amount which, if accumulated at the
rate of interest assumed by the company, would provide, together
with future premiums, the amount necessary to meet the company's
liabilities under existing policies at the time of the maturity) adjusted to allow for differences in interest rates assumed by companies. The special deduction is basically 1% of a proportion of
calculated liabilities. The proportion is determined by multiplying
the calculated liabilities by the following fraction:
Value of assets producing assessable income included in funds
maintained by the company in respect of its life insurance business
Value of all assets included in such funds
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The 1% is varied according to the company's holdings of Australian
government and other public securities. These provisions apply to
both resident and nonresident companies.
A resident life insurance company, the assessable income of which
includes dividends, is entitled to a rebate of tax on the net dividends at the average rate of tax payable by the company. The net
dividend is the amount remaining after deducting from gross dividends the expenses directly related to the dividends, part of the
special deduction explained in the prior paragraph, and an appropriate part of general management expenses. A life insurance
company with investments that comply with the 30-20% ratio of
public securities, outlined at 12.05 is exempt on the portion of its
investment income that is referable to policies issued in connection with exempt retirement funds.
9.05 Liquidations and Other Corporate Changes
Corporate Acquisitions Generally. The Australian law does not have
specific provisions dealing with corporate reorganizations. As capital gains and losses are generally not recognized for tax purposes
(6.05), one of the main areas of difficulty in reorganizations does not
exist. The general principles of income tax law that are pertinent in
corporate changes or business discontinuances are discussed below.
When a proprietorship or partnership is incorporated, inventory is
treated as having been sold at market value (8.04). Depreciable
assets are treated as being sold at the value agreed on by the parties. However, where depreciable assets are sold with other assets
and no value is specified, the depreciable assets are treated in practice as having been sold at their depreciated cost so that there is no
recapture gain or loss. Depreciable assets transferred for shares,
other than in connection with incorporation of a business, are
treated generally as having been sold for an amount equivalent to
the value of the shares (7.02).
The acquisition by a corporation of control of another corporation
by issuance of the acquiring corporation's shares is a capital transaction and does not give rise to gain or loss to either corporation. In
the event the acquired corporation is liquidated, the tax consequences that ensue are explained below.
The transfer of a company's assets to a newly created subsidiary
has essentially the same tax consequences as the incorporation of a
proprietorship. If the stock of such subsidiary is distributed to the
shareholders of the parent, they are deemed to have received a
dividend, taxable as indicated at 6.04.
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There are no provisions permitting a successor to carry over the
unused operating loss of a predecessor (9.03). See 7.08 as to carryover of operating losses in the event of a change in stock ownership
or business activities.
Liquidations. Liquidating distributions are regarded as payments on
account of capital until the paid-up capital has been returned in full.
Thereafter, the distributions are taxable to the extent that they
represent accumulated income.
Distributions, however, are not treated as income and are not taxable when distributed by the liquidator from gain realized during
liquidation on the sale of assets that had been acquired by the company with no intention of resale for profit, or when distributed from
receipts of a capital nature. When a liquidator (receiver or trustee)
makes a distribution of assets in kind, the real value, and not the
book value, must be taken into account in determining whether any
part of the distribution is taxable in the hands of the shareholders.
A private company, although in liquidation, may still be liable for
the tax on undistributed income.
The term "liquidator" is defined by the Act as the person who,
whether or not appointed as liquidator, is required by law to carry
out the winding-up of a company. This person is required to give
notice to the Commissioner of Taxation within 14 days (a) of his
appointment or (b) after he has taken possession of the assets. The
Commissioner is required to give notice as soon as practicable of
the amount that must be provided for taxes, so that the necessary
assets can be set aside. A liquidator who makes distributions from
assets without the Commissioner's consent will become personally
liable to the extent of the value of assets that would otherwise have
been available for payment of tax. In a liquidation, the government
generally has prior rights over other unsecured creditors for the payment of income taxes.
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Provisions Peculiar to Individuals
10.01 General
Australian tax laws do not provide for taxation of husband and wife
on a joint basis. Each spouse is a separate taxpayer. The rates of
tax on individuals are set forth in the Rate Tables.
10.02 Concessional Deductions and Concessional Tax Rebates
Resident individuals are granted allowances for certain expenditures whether or not related to the production of assessable income.
Formerly, these allowances took the form of deductions from
assessable income. Under a new system of personal income tax that
applies from July 1, 1975, most such allowances are in the form of
rebates of tax. Each resident taxpayer was entitled to a minimum tax
rebate of $A610 in the year ended June 30, 1977, even if the taxpayer had no qualifying expenditure. For the year ended June 30,
1978, there will be no minimum rebate as such. Instead, the tax
rates have been adjusted so that no tax is payable by individuals
until taxable income exceeds $A3,402 ($A3,893 in the year ended
June 30, 1979). Whereas the minimum rebate was available only to
residents of Australia, the nil-tax bracket is available to both residents and nonresidents. Where the eligible expenditure of a resident exceeds $A1,590 in the year ended June 30, 1978, a rebate is
allowable of 33.5% of the excess over $A1,590. The following are
the allowable expenditures that may be aggregated to determine
whether $A1,590 or more has been expended during the year of
income.
• Medical expenses of the taxpayer or a dependent other than a housekeeper (including hospital and dental expenses) to the extent such
expenses are not compensated by a medical benefits fund or a government health scheme
• Funeral, burial, and cremation expenses to a maximum expenditure
of $A100
• Premiums for insurance on life, accident, and sickness of taxpayer,
spouse,or child; deferred annuities, and payments to pension funds
(12.03) and friendly societies.* Premiums on life insurance policies
taken out after January 1, 1973, are generally not deductible if the
policy term is less than 10 years. The maximum aggregate of eligible
expenditure is $A1,200
• Full-time education of a dependent under 25 (40% of maximum
expenditure of $A250 per student)
• Adoption of a child
* A f r i e n d l y society provides, by voluntary subscriptions of its m e m b e r s , for the relief or
m a i n t e n a n c e of its m e m b e r s and families during sickness and old age, for w i d o w s and
c h i l d r e n of deceased m e m b e r s , for funeral benefits, etc. T h e states regulate the operations
of such societies.
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• A business-related course of education to a maximum expenditure
of $A250
• Local municipal rates and land taxes on the taxpayer's principal
residence to a maximum expenditure of $A300
• One-third of the amounts paid in respect of calls on afforestation
shares
Expenditures that are deductible from assessable income include
approved charitable gifts and the expenses of preparing income tax
returns. Other benefits that apply to individual taxpayers are:
• Zone rebates. Residents in prescribed remote areas are granted rebates in recognition of the disadvantages of living in such areas.
Similar rebates are granted to members of the overseas defense
forces.
• Living-away-from-home allowances. A deduction is allowed to employees who must live away from home to perform their duties, if
their taxable income includes compensation, paid in money or in
kind (10.05). This deduction is from assessable income.
10.03 Allowances for Dependents—Personal Allowances
Prior to June 30, 1975, taxpayers were granted concessional deductions in the form of allowances for the maintenance of specified dependents. Since July 1, 1975, these allowances for dependents have
been converted to rebates of tax. The maximum tax rebates that may
be claimed are subject to indexation and, therefore, will change
each year. The current maximum rebates are in Appendix C. Proportionate rebates are granted when an invalid relative qualifies as such
during the course of a year, or when the taxpayer contributes to the
support of the dependent for only part of the year. The tax rebate
for a dependent is reduced by a prescribed amount when the dependent has separate net income (Appendix C). From November 1,
1978, no rebates are allowed for dependents who are not residents
of Australia.
10.04 Resident and Nonresident Individuals Compared
A resident is taxable on income from Australian sources; all foreignsource dividends; interest and royalties from the United Kingdom,
Japan, Singapore, the Federal Republic of Germany, the Netherlands, France, Belgium, and New Zealand; as well as other income
from foreign sources not taxed in the source country. A resident individual is defined as a person who resides in Australia, and includes
a person (a) whose domicile is in Australia, unless the Commissioner is satisfied that his permanent place of abode is outside Australia, or (b) who has actually been in Australia, continuously or
intermittently, during more than one-half of the year of income.
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unless the Commissioner is satisfied that his usual place of abode is
outside Australia and that he does not intend to take up residence
in Australia.
It is apparent that a person may be a resident in Australia even
though he falls within neither (a) nor (b) if he "resides" in Australia. (The quoted term not being defined in the statute.) A visitor
may be treated as a resident if the visits are part of his "regular
order of life." A person who enters Australia with the intention of
establishing residence is a resident from the time of entry. For the
year in which residence is commenced or terminated, income must
be apportioned between the periods of residence and nonresidence.
Taxation of Nonresidents. The tax on nonresident individuals is
computed on the same basis as that of residents, except that the
concessional rebates and dependents' rebates, discussed in 10.02
and 10.03, are not available.
Nonresidents are only taxable on income from sources within Australia, but tax treaties with the United States and some other countries may exempt certain items of Australian-source income from tax.
Under these treaties, income from personal services performed in
Australia on behalf of a resident of the other treaty country is exempt
from Australian tax if the taxpayer's presence in Australia during the
year does not exceed 183 days. Some treaties extend the exemption
to income from professional services, unless the nonresident has a
fixed base in Australia to which such income is attributable. Most
treaties do not exempt the income of public entertainers from taxation in the country in which they perform. For further treaty provisions, see 11.01. For withholding tax at source, see Chapter 5.
See also 9.01 for taxation of nonresidents engaged in shipping.
The concessions formerly available to visiting industrial experts no
longer apply.
10.05 Taxation of Employees
The taxable income of an employee includes not only salaries and
wages, but also the value of all allowances, gratuities, and benefits
granted in the form of money, goods, land, meals, sustenance, use
of premises, and the like. The value of the use of premises, board, or
quarters is taxable even if the employee is compelled to occupy
them under the terms of employment. The value to be assessed is a
question of fact; for a residence, it would normally be based on the
annual rental value. The taxation of retirement benefits and pensions
is discussed in Chapter 12.
Share options granted by employers to employees are treated as
ordinary taxable income at the time the option is exercised. The
amount taxed is the value of the shares on the date of acquisition
10 Deloitte Haskins & Sells
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less costs incurred in acquiring the options and shares. Any additional profit arising on a subsequent sale of the shares may be taxable under the provisions of the Act relating to sale of properties
(6.05). A profit on the sale of options is assessable when the sale
occurs.
Expenses incurred by an employee that are "reasonably necessary
for the proper and effective performance of the services" are allowable deductions. The reimbursement of out-of-pocket expenditures
made by an employee on behalf of his employer is not taxable. On
the other hand, an expense "allowance" paid in addition to remuneration is treated as taxable income, with the corresponding
expenditure being allowed as a deduction. Uniform and clothing
allowances are taxable. However, where it is a condition of employment that employees provide uniforms at their own expense, a
deduction is allowed.

10
Deloitte Haskins & Sells

Chapter 11

Australia

Relief from Double Taxation
of Foreign Income
11.01 Tax Treaties
Australia has entered into tax treaties with the United States, the
United Kingdom, New Zealand, Canada, Japan, Singapore, the
Federal Republic of Germany, the Netherlands, Belgium, and France
for the avoidance of double taxation and the prevention of avoidance of income taxes. In addition, Australia has entered into treaties
with France, Greece, and Italy in respect of international air transport. Typical provisions of these treaties are discussed here.
However, it should be noted that the treaties are not the same for all
countries; each treaty should be considered separately in seeking
answers to particular questions.
Under the tax treaty with the United States, the following classes of
income are taxed only by the country of which the taxpayer is a
resident, regardless of the country in which the income has its
source:
(a) Shipping and air transport profits
(b) Business profits, if the recipient has no permanent establishment in the source country
(c) Pensions and purchased annuities
(d) Royalties from literary, dramatic, musical, or artistic works, but
not royalties from motion picture films
(e) Remuneration received by an individual from an employer
resident in the country in which the individual resides, on a visit to
the other country for a period not exceeding 183 days in the year of
income (10.04)
(f) Remuneration earned during a period not exceeding two years by
a professor or teacher for teaching in the country in which he is
temporarily present
(g) Income of a religious, scientific, educational, or charitable
organization
With certain variations, similar provisions appear in the other
treaties.
Except for income specifically exempted, all other classes of income
are taxed in the source country. In these cases, relief from double
taxation may be given by the country of residence by means of a
foreign tax credit.
Under the tax treaties, dividends paid by a corporation resident in
one of the contracting countries to a shareholder resident in the
other are ordinarily taxed at 1 5%. For withholding of this tax, see
5.02. The special rate and the withholding provisions do not apply
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if the shareholder is engaged in business in the other country
through a permanent establishment (6.04).
A United States enterprise is not subject to Australian tax on its
industrial or commercial profits unless it is engaged in trade or
business in Australia through a permanent establishment in
Australia. If so engaged, Australian tax may be imposed upon the
entire income of the enterprise from sources within Australia. Under
some other treaties, however, Australia will tax only the part of the
profits attributable to the permanent establishment.
11.02 Credit for Foreign Income Taxes
The determination of the credit for foreign taxes on dividends from
a foreign source is generally the same, regardless of whether the
distributing corporation is resident in a treaty country or in another
country. However, for dividends paid by a corporation resident
in a treaty country, the credit is applicable regardless of whether
the dividend is paid from sources within or outside Australia. If the
corporation is resident in a non-treaty country, the credit is allowed
only for dividends paid from profits from sources outside Australia.
The tax must be one imposed by the country in which the corporation is a resident. Credit is allowed only if the foreign tax has
actually been paid. However, if the tax is paid in a year following
that in which the dividend was received, the credit may be obtained
by way of a refund. The general effect of the somewhat complicated
foreign tax credit provisions is to limit the credit to the amount of
Australian tax on the income to which the credit relates. For a
corporate shareholder, special provisions have the effect of
eliminating the credit in order to avoid both a rebate (9.03)
and a credit.
11.03 Reallocation of Income of Foreign Entities
The Act permits reallocation of income by the Commissioner when
any business in Australia is:
(a) controlled principally by nonresidents,
(b) carried on by a corporation, a majority of whose shares is held by
or on behalf of nonresidents, or
(c) carried on by a corporation which holds, or on behalf of which
other persons hold, a majority of the shares in a nonresident
corporation.
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The statute authorizes the Commissioner to make an assessment of
such amount as he determines if the business has not produced "the
amount of taxable income which might be expected to arise." This
provision enables the Commissioner to impose tax on the income
that would have been derived had the taxpayer dealt with its foreign
affiliate at arm's length.
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Pensions, Pension Funds, and
Other Retirement Benefits
12.01 Taxation of Retirement Benefits and Contributions
Contributions made by an employer to an approved fund (12.02) are
not taxable in the year of contribution either to the employee or to
the trustees of the fund. However, payment made by the fund may
be taxable to the recipient in the year of receipt.
Before August 16,1978, only 5% of any lump sum received on
retirement from any office or employment was taxable in the year of
receipt. This is true whether the payment was made directly by the
employer to the employee or made to the employee out of a fund
established for the benefit of employees. Lump sums received on
retirement on or after August 16, 1978, that represent (1) unused
annual leave, or (2) unused long service leave accrued since
August 1 5, 1978, will be fully taxable in the year of receipt. Lump
sums that represent unused long service leave accrued to August
16, 1978, or other benefits such as gratuities and retirement fund
benefits, will continue to be taxable only to the extent of 5% of the
lump sum received. The lump sum cannot be reduced by deducting
any portion attributable to the employee's own contribution.
Fund benefits paid by way of pensions (annuities) constitute income
from personal exertion, taxable to the recipient in the year of receipt.
However, the amount of the pension received is reduced by the
amount of the annuity representing the undeducted purchase price,
as explained at 6.07. The undeducted purchase price is the amount
of the contributions paid to the fund by the employee that has not
been allowed as a deduction or rebate in a previous assessment
(12.03). Any pension paid directly by an employer to a former
employee is taxable to the recipient in the year of receipt.
12.02 Approval of Pension Plans
If an employer wishes to contribute to a pension plan for the benefit
of employees or their dependents and receive a tax deduction for
those contributions, the plan must be approved under the Act, which
requires that the employees' rights in the fund be "fully secured."
In this regard, a legal document, such as a trust deed and plan, is
generally a basic requirement, as the execution of a trust deed is
evidence that the property subject to it is to be held in trust. An
employee's rights need not be vested or nonforfeitable to be
"fully secured," although the requirement will not be met if his rights
are subject to arbitrary or unreasonable forfeitures.
Funds set aside under the plan must be for the benefit of eligible
employees. This includes employees of subsidiaries and nonresidents, employed by the taxpayer, who are engaged in producing
assessable income for the taxpayer.
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The trust deed and plan should be filed for approval with the office
of the Deputy Commissioner of Taxation with which the employer
files its income tax returns. If the plan is approved, the employer
will receive notification that the contributions will be allowable
deductions.
12.03 Deduction of Pensions and Contributions to Pension Funds
Deductions are allowed the employer for contributions to approved
retirement funds, as explained above, but the deductions are limited
to $A400 or 5% of the remuneration paid to each employee during
the current year, whichever is greater. However, if the employer's
contribution exceeds this limit, the Commissioner may allow as a
deduction such higher amount as he considers reasonable under the
circumstances.
If the beneficiary is both a shareholder and an employee of a private
company, the Commissioner of Taxation may disallow as a deduction all or part of the company's contribution. A director of a
company is deemed to be an employee for this purpose.
An employer who makes a direct retirement allowance, gratuity, or
pension payment to a former employee (or dependents of a former
employee) is allowed a deduction to the extent the payment is in
consideration of the past services of the employee. The deduction is
allowable without regard to whether the former employee is a resident or a nonresident. It is limited to the amount of the employer's
net income and cannot form part of any loss carried forward.
A resident employee may take into account, in calculating his
concessional tax rebate, an amount of $A1,200 for his contributions
to pension funds and premiums for life and other insurance (10.02).
12.04 Retirement Benefits for the Self-Employed
Retirement benefits may be provided for the self-employed by payments to a provident, benefit, pension, or retirement fund. Such a
fund may be approved by the Commissioner for exemption if it has
at least 20 beneficiaries. Before giving approval, the Commissioner
will consider the classes of persons eligible for membership and the
reasonableness of the benefits provided. Also, a member must
satisfy the Commissioner (a) that he is self-employed, the requirement being that at least one-half of his annual income is derived
from personal exertion, and (b) that more than one-half of his
personal-exertion income is derived from a business carried on by
him alone or as a partner. Even though a fund is approved by the
Commissioner, its income may be taxed in whole or in part under
the provisions explained at 12.05.
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A resident member may take into account in calculating his concessional tax rebate, an amount of $A1,200 for amounts paid to the
fund and premiums for life and other personal insurance (10.02).
Any lump-sum benefit paid from an approved fund is a capital sum
and as such is not subject to income tax. Annuities are assessable to
the recipient in the year of receipt. However, the amount of the
annuity received is reduced by the amount representing the
undeducted purchase price, as explained at 6.07.
12.05 Assessment of Pension and Other Retirement Funds
Contributions received by pension and other retirement funds from
members, employers, and others are not subject to income tax in
the hands of the trustees.
Exemption of investment income from tax depends generally on
whether the fund complies with certain specified conditions. The
conditions relate mainly to the rights of members and whether the
investments of the fund include public securities amounting to not
less than 30% of its total assets of which government securities
amount to not less than 20% of its total assets). Special provisions
apply to pension funds for the self-employed.
For funds established after March 1, 1961, to be exempt from income
tax on income derived during the year, the 30-20% ratio of public
securities must be maintained at all times during the year. Funds
established on or before March 1, 1961, are exempt if the 30-20%
ratio is maintained in respect of any increase of assets in the fund
since March 1,1961, together with the total of public securities held
at that date. Life insurance policies are not taken into account as
assets, and the trustees of any fund that has only life insurance
policies as assets may apply for exemption.
If the fund does not comply with the conditions for exemption of
investment income, the net income of the fund is assessable at the
general rate of 50% or, if the only reason for non-compliance with
the conditions for exemption was the failure to maintain the 30-20%
ratio of public securities, at the reduced rate of 46%. The Commissioner of Taxation has discretion in some areas to determine
whether income should be either fully or partially exempted.
In addition to the type of fund outlined above, provision is made for
a similar type of fund that is taxed at the rate of 60% (61.5% in the
year ending June 30, 1979) on all of its income, but which is entitled
to deduct 5% of the cost of its assets from taxable income. The
requirements of this fund are not as far reaching as those applicable
to the tax-exempt fund. For instance, there are no restrictions on
who may be members of the fund, and the fund does not have to
comply with the 30-20% ratio.
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Taxes on Sales, Property,
Commodities, and Transactions
13.01 Sales Tax
The government sales tax applies to sales by manufacturers or
wholesalers—specifically to the last wholesale sale before consumption , but does not apply to exports. The tax is payable only on
sales of goods and not on services or expenses. If goods are leased,
the tax applies on the amount that the Commissioner considers fair
and reasonable. The law is embodied in several acts and is
interpreted by several sets of regulations and numerous rulings.
The acts provide that the taxpayer-seller must state the amount of
sales tax payable on invoices given to the purchasers of all taxable
goods sold wholesale. The acts also give the seller the same rights
of collection of the tax as he has for the collection of the purchase
price. A retailer does not pass the tax on as such, but his selling
price will, of course, reflect the tax already paid.
With a few minor exceptions, all persons engaged in manufacture or
wholesale sales for resale must register for sales tax purposes. Upon
registration, each taxpayer receives a certificate, which remains in
force until death, bankruptcy, or cancellation. Taxpayers must
quote their certificates (or registered numbers) on each order or
other document used when purchasing goods, if exemption from
sales tax is claimed. Each taxpayer must furnish a monthly return
and pay the appropriate tax to the Commissioner of Taxation
within 21 days from the end of the month in which the goods were
sold, treated as stock for retailing, or appropriated to a registered
taxpayer's own use.
Rates and Exemptions. Sales are taxable at 15%, unless they are
specifically exempt or are listed under another rate category. The
items listed in other rate categories are extremely numerous. Some
representative rate categories are:
2½%—household goods, such as furniture, furnishings, crockery
or cutlery, glassware, kitchen utensils, air conditioners, electric fans,
and certain other household appliances
27½%—items classified as less essential, such as jewelry (both
real and imitation), precious stones, plates, watches, clocks, field
glasses, cameras, musical instruments, music boxes, table napkin
rings, cigarette lighters, television and radio sets, fountain pens,
electric razors, cosmetics, photographs and photographic materials,
and slot machines. Some of the major exemptions are:
Foodstuffs, beverages, and tobacco
Products of land or animals
Drugs, medicines, and surgical goods
Building materials
Agricultural machinery
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Books, periodicals, and paper
Mining equipment
Goods for use by governmental bodies
Aids to manufacture
Clothing and footwear
Water supply, irrigation, and draining equipment
Containers
Airplanes, ships, and parts thereof
13.02 Taxes on Real Property
Real property taxes in Australia are imposed only by the states and
by local governments. The state taxes on real property are referred
to as "land taxes;" the local taxes as "rates." A state tax ordinarily
is imposed on the "unimproved capital value;" that is, the market
value, assuming that no improvements have been made. Local real
property taxes may be based on unimproved capital value, improved
capital value, or on "assessed annual value." The last-named is
the fair rental value of the property for a term of one year.
Land Tax. The land tax usually is imposed at a graduated rate on the
aggregate land values held by one owner. An exemption is ordinarily
provided if the aggregate land values held by one owner do not
exceed a prescribed minimum value or, in some states, a prescribed
minimum area. Most states exempt at least one aggregate minimum
of land devoted to primary production; and all states exempt land
used for religious, charitable, or educational purposes, as well as
land held by the federal government or by local governments. In
some states, nonresident land owners are taxed at a higher rate
than residents. In Queensland, corporations and nonresidents are
granted a smaller statutory exemption than that granted to resident
individuals, the respective exemptions being $A4,000 and
$A29,000.
The minimum exemption and the exemption for primary producers
(in those instances where there is a ceiling on the exemption) apply
in full when the value of land does not exceed the amount of the
exemption. If the value exceeds the exemption, the exemption is
reduced by prescribed amounts per dollar of excess in value. Therefore, when the value of the land reaches a certain level, the
exemption is entirely eliminated.
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Typical land taxes are as follows:
Minimum
Rate
(%)

On
Taxable
Value
Up To
($A)

On
Taxable
Value
Over
($A)

Maximum
Rate

(%)

New South Wales
Primary Production
Land
Other Land

Exempt

Exempt
130,000

5,000

2.4

38,500

4.0

:2,200,000

0.3

Victoria
Primary Production
Land
Other Land

Exempt

Exempt
0.42

Western Australia

0.3

5,000

2.4

120,000

Queensland

Nil

4,000

2.1

400,000

South Australia
Primary Production
Land
Other Land

Exempt

Exempt
0.1

10,000

2.4

170,000

Tasmania
Primary Production
Land
Other Land

Exempt

Exempt
Nil

4,500

3

150,000

Rates. Local taxes, or rates, are imposed at a flat percentage and,
unlike state land taxes, are not graduated in relation to the value of
the aggregate properties held. There are two types of rates—
"general rates" to meet expenses of local government and "special
rates" to finance the cost of particular local functions, such as
road improvements.
13.03 Excise Duties on Specific Commodities
Excise duties are payable on the manufacture or production of
specific commodities in Australia. The enforcement of the excise
tax regulations and the collection of the duties are under the control
of the government's Department of Customs.
Manufacturers must be licensed, and a license fee is payable on
registration. Security must be given to the Collector of Customs.
The duties become payable upon removal of the goods either from
the manufacturer's premises or from a bonded warehouse.
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The principal commodities subject to excise duty include alcholic
beverages, tobacco products, petroleum products, matches, playing
cards, and coal.
13.04 Documentary Stamp Taxes
A number of documentary stamp taxes are imposed by the states,
but not by the federal government. The tax, in every case, is imposed
on the document, not on the transaction. Thus, a tax may be imposed
on a written agreement even though the same agreement made
orally would be tax free. However, in some cases, the law requires
the use of documents.
Some stamp taxes, such as on bills of lading, are imposed at a fixed
rate per document. For others, the rate varies, depending on the
amount involved as stated in the document. There is considerable
variation among the states on classes of documents subject to duty.
Stamp duty at nominal rates is levied, in one or more states, on the
following documents: checks, receipts, powers or letters of
attorney, warehousemen's certificates, copies of dutiable instruments, motor vehicle certificates of registration, debenture trust
deeds, share certificates, notarial acts, and many others.
Bills of exchange, promissory notes, etc., not payable on demand,
are dutiable at a more substantial rate. Other documents subject to
tax at varying rates include hire-purchase (instalment sales)
contracts, insurance policies, leases, loans, mortgages, gifts, as well
as transfers of real property, shares, and debentures.
Corporations pay a registration fee based on the nominal value
of shares authorized.
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Employment Taxes
14.01 National Insurance
Australia provides a wide range of social security benefits. Such
benefits are financed by the government's general revenues and not
from separate contributions imposed on employers and employees,
as in the United States.
From October 1, 1976, national or private health insurance has been
compulsory. A person electing to insure under the national health
scheme must pay an annual levy of 2.5% of taxable income, subject
to a maximum levy of $A300 per family or $A1 50 for a single person.
From November 1, 1978, the health insurance levy is no longer
payable and private health insurance is no longer compulsory.
14.02 Payroll Tax
Payroll tax is imposed on employers in all states, the Australian
Capital Territory, and the Northern Territory at the rate of 5% of
payroll. Exemptions from the tax are granted if the employer's payroll is below a minimum amount that varies in each state and territory. This exemption is phased out as the payroll increases. For
example. New South Wales's employers wth payrolls of less than
$A66,000 are wholly exempt from the 5% payroll tax. This exemption phases out at the rate of $A2 for every $A3 by which the
payroll exceeds $A66,000.Thus, at $A165,000, the exemption
is completely phased out.
The tax applies without regard to whether the employer has profits
for the particular year or the amount of such profits. No part of the
payroll tax is assessed against employees. Wages paid include
commissions, bonuses, directors' fees, and the value of meals,
quarters, etc.
Each employer who pays annual wages in excess of the minimum
amounts set out above is required to file a monthly return showing
the amount of wages paid during the month and to pay the tax
applicable to that period.
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Estate and Gift Taxes
15.01 General
All governments, both federal and state, have indicated their
intention to abolish or drastically reduce estate and gift taxes.
15.02 Estate Tax
Federal Duty. There will be no estate duty in relation to estates of
persons dying on or after July 1, 1979. Until that date, there will
be no estate duty in relation to estates of deceased persons on
property passing to, or for the benefit of, a spouse, child, grandchild,
parent, or grandparent of a person who dies on or after
November 21, 1977.
Estates of decedents domiciled in Australia at the date of death are
subject to tax on assets wherever situated, except real estate
situated outside Australia. No tax is payable on estates under
$A20,000. This exemption decreases by $A2 for every $A8 by
which the value of the estate exceeds $A20,000. The exemptions
are slightly higher for qualifying estates of deceased primary
producers.
The rate of tax ranges from 3%, when the net value of the estate does
not exceed $A20,000, to 27.9%, when the estate has a net value
of $A1,000,000 or more (Rate Tables).
The estate duty is payable by the estate, not by the beneficiaries,
and, therefore, constitutes a true estate tax rather than an inheritance
tax. The Act has rather comprehensive provisions to prevent tax
avoidance. Any gifts made within three years before the date of
death and gifts with reversionary interests retained are includable in
the estate. The Act does not provide for tax on the termination of a
life interest following the death of the life tenant.
Estate tax may be credited in a diminishing amount with tax paid on
estate assets received from a prior decedent within the preceding
five years. If estate assets are subject to tax in a foreign jurisdiction,
a foreign tax credit is available to the extent of the Australian tax
attributable to these assets. The estate tax may also be credited for
any gift tax paid on property transferred within three years before
death and included in the estate. State taxes are deductible in
determining the taxable estate, but may not be applied as credits
against federal tax.
State Probate Duties. All states have abolished death duties on
estates passing between spouses. Queensland has abolished these
duties in their entirety and all other states have announced their
intentions to abolish them progressively over the next two or three
years.
Each of the states taxes the net assets of an individual at death.
These taxes are variously referred to as probate duties, death duties.
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or estate duties. The provisions are similar in most of the states,
but there are differences in exemptions and allowances. Most states
have detailed provisions to prevent tax avoidance by means of lifetime gifts. The following discussion relates to the New South Wales
probate duty, which in many ways is typical of the estate taxes
imposed by other states.
In New South Wales, there is no duty on estates passing between
spouses. On other estates, the duty is payable within six months of
the date of death. Any duty not paid within that period bears additional duty at the rate of 8% a year on the amount of duty finally
assessed. The probate document is held by the New South Wales
Stamp Duties Commissioner until such time as the duty has been
paid; therefore, the executors are not able to distribute estate assets
until payment has been made.
On the other hand, the federal estate tax is payable by means of an
assessment issued from the Estate Duty Office and is payable
within 30 days of the date of the issuance. The estate tax assessment is not issued by the federal authorities until the state probate
duty has been assessed, as the state duty is a deduction from the
net value of the estate to be assessed by the federal authorities.
In New South Wales, on the termination of a life estate following
the death of a life tenant, a duty is levied on the assets making up
the life interest where the net value of the assets exceeds $A78,000.
This duty is determined on the basis of a separate estate not
aggregated with any assets of the life tenant, at the usual rates.
Such duty is not levied by the other states.
Tax Rate. The rate of death duty varies, depending upon the relationship or nature of the beneficiary as follows:
(a) Widow or lineal issue
(b) Widower, lineal ancestor, brother or sister, or issue of a brother
or sister of the deceased
(c) Public hospital or trustees for the relief of poverty or the
promotion of education in the state
(d) Other than as mentioned in (a), (b), or (c)
The rate of duty in New South Wales ranges from 3% on minimum
distributions to 27% for distributions of $A200,000 or more to
(a) beneficiaries. Rates for distributions to (b) and (d) beneficiaries
are 2% and 5% greater, respectively; and rates for distributions
to (c) beneficiaries are 1 % and 2% less.
Effect of Domicile. Federal and state duties are applicable to the
estates of persons domiciled in Australia and domiciled in the
particular state at the date of death. Real estate is subject to duty
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in the state in which it is situated. Real estate outside Australia
is exempt from both federal and state duties. Personal property in
the estate of a decedent who was domiciled in Australia is subject
to duty whether situated within or outside Australia. A foreign tax
credit is available to offset any foreign taxes paid.
If a decedent had assets in states other than the state of domicile,
including shares registered on share registers in other states, it is
necessary for a re-seal of probate to be obtained in the other states
and for duty to be paid in those states. After duty has been paid, an
appropriate refund may be obtained from the state of domicile.
Situs of Property. For a decedent not domiciled in Australia, the
extent to which property will be included for purposes of the estate
tax depends on whether it has a situs in Australia. Under the
Australian law, generally, real property and tangible personalty
situated in Australia have a situs in Australia. Shares in companies,
debentures, etc., have a situs at the place at which they are
registered.
If the decedent is a citizen or resident of the United States not
domiciled in Australia, the situs rules are determined under the
estate tax treaty. The treaty provides that patents, trademarks, etc.,
have a situs where registered; copyright, franchises, etc., where
exercisable; and indebtedness at the residence of the debtor. The
United States is the only country with which Australia has entered
into an estate tax treaty.
15.03 Gift Tax
Tax is imposed by the federal government and also by the states of
South Australia and Victoria on transfers by gift. In addition, every
Australian state imposes a stamp duty on the document or instrument by which the property within its jurisdiction is transferred
(13.04). When a state imposes both a gift duty and a stamp duty on
the same transfer, a credit is allowed for the lesser of the two duties.
Federal Gift Duty. There will be no gift duty on gifts made after
July 1, 1979. Until that date, there will be no gift duty in relation
to gifts made on or after November 21, 1977, to, or wholly for the
benefit of, a spouse, child, grandchild, parent, or grandparent of the
donor. In cases where gift duty is payable, a gift tax return must be
filed within one month after the date of gift (three months for gifts
made outside Australia). Returns are required only if the value of the
gift, when added to the value of all other gifts made in the last
18 months, exceeds $A7,500. Gift duty is not applicable on gifts
made within a period of 18 months that do not exceed a total of
$A10,000. The gift tax rates are graduated to 27.9% on gifts of
$A1,000,000 or more (Rate Tables). Exempt gifts to "members of
10
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the family" and gifts made on or after July 1, 1979, will not be
aggregated with dutiable gifts made before that date in ascertaining
the rate of duty payable on the dutiable gifts.
In determining the tax rate applied to a specific gift, the value of all
taxable gifts made within a period beginning 18 months before and
ending 18 months after the date of the gift must be obtained. If the
tax rate for the specific gift is greater than that paid on a previous
gift within the period, additional tax must be paid. When determining the rate of duty payable, care must be exercised as there
are numerous aggregations in which gifts may be included.
The gift tax applies to transfers of property, regardless of situs, by
individuals domiciled in Australia or corporations incorporated
under the laws of Australia. Transfers by other donors are also
taxable if the property is situated in Australia. Situs rules, both
under Australian law and under the gift tax treaty with the United
States (the only gift tax treaty in effect), are somewhat similar to
those for estate tax purposes. A partial foreign tax credit is provided
under the law, and a considerably more liberal credit is provided
under the treaty.
State Gift Duties. The gift duties in South Australia and Victoria
resemble the federal duty, with exceptions such as the following:
(a) The minimum aggregate value of gifts within an aggregation
period for which a return must be filed is $A3,000 in South
Australia and $7,500 in Victoria.
(b) Only the first $A4,000 of the aggregate value in an aggregation
period may be exempt in South Australia.
(c) Each state has its own rates. For illustrative purposes, the rates
for Victoria are shown in the Rate Tables. The South Australian duty
begins at total gifts of $A4,000 and reaches a maximum of 22% on
the entire amount of gifts for the aggregation period, if they are in
excess of $A202,777.
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Income Taxes—Corporations
(Rates applicable to income derived in years ended June 30, 1977,
and June 30, 1978, or substituted accounting periods.)
Rate
Public Corporations

46%

Private Corporations:
Income

46%

Excess of a "sufficient distribution"
over actual distributions

46%

Life Insurance Companies

46%

Cooperative Companies
(If a cooperative is a life insurance
company, it is taxed as such.)

46%

Nonprofit companies (Note 1)

46%

Nonprofit Friendly Society Dispensary
(Note 2)

41 %

Notes:
1. No tax is payable unless taxable income exceeds $A416. If taxable income is between $A417 and $A2,542, the tax may be limited.
2. No tax is payable unless taxable income exceeds $A416. If taxable
income is between $A417 and $A2,311, the tax may be limited.
3. In addition to the above rates, branch profit tax of an additional
5% is payable by nonresident corporations operating in Australia
through a branch (3.02).
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Income Taxes—Individuals
Year Ended June 30, 1978

Income Bracket
($A)
0- 3,402
3,402- 3,750
3,750-- 6,266
6,266--12,532
12,532--16,000
16,000--18,798
18,798--25,063
25,063 -31,329
31,329 -32,000
32,000 upward

Rate on
Excess over
Lower Amount

Tax on
Lower Amount
($A)

(%)
None
27,000
29,085
33,749
39,579
45,417
51,247
54,162
57,077
62,915

None
None
93.96
825.74
2,940.45
4,313.05
5,583.82
8,794.44
12,188.23
12,571.22

Year ended June 30, 1979

Income Bracket
($A)

Tax on
Lower Amount
($A)

0- 3,893
3,893-16,608
16,608-33,216
33,216-upward

None
None
4,259.52
12,148.32

74

Rate on
Excess over
Lower Amount

(%)
None
33.5
47.5
61.5
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Federal Estate Duty (15.02)
Principal Value ($A)

Rate

0-

20,000

3%

20,000-

40,000

3% plus .03% for each complete
$A200 in excess of $A20,000

40,000-

240,000

6% plus .02% for each complete
$A200 in excess of $A40,000

240,000-1,000,000
1,000,000-upward

26% plus .005% for each complete
$A2,000 in excess of $A240,000
27.9%

Gift Duty-Federal (15.03)
Amount of
Taxable Gifts
($A)
0-10,000

Rate
None

10,001-10,638

3% of the entire amount, but not more
than one-half of the amount by which
the gifts exceed $A10,000

10,639-20,199

3% of the entire amount

20,200-upward

Same as estate tax rates

Deloitte Haskins & Sells

73

Rate Tables

Australia

Gift Duty-Victoria (15.03)
Amount of
Taxable Gifts
($A)
0- 10,000

Rate
None

10,001- 14,000

1.5% plus 0.00075% for each dollar by
which the value of all relevant gifts
exceeds $A10,000

14,001- 74,000

4.5% plus 0.0001% for each dollar by
which the value of all relevant gifts
exceeds $A14,000

74,001-201,777

10.5% plus 0.00009% for each dollar
by which the value of all relevant gifts
exceeds $A74,000

201,778-upward

22%

Note:
See 15.03 for rates of gift duty in South Australia.

Sales Tax—Representative Rate
Classifications (13.01)
Rate unless otherwise specified

15%

Other representative rate classifications:
Household goods
Luxury items—television and radio sets
jewelry, etc.

76

2½%
27½%
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Depreciation Rates for Some Assets
in Common Use
Straight
Line

Declining
Balance

(%)

(%)

Aircraft acquired after June 30, 1965 and
not used predominantly for aerial agricultural operations
12½
Chemical manufacturing plant

18¾
7½

11¼

Concrete mixers
Confectioners' machinery
Container (metal, solid or corrugated
fibre) makers' plant
Cotton manufacturers' machinery:
Conveyors
Engines, gas
Gas producer plant
Gins

15

5

7½

10

15

10
5
10

15
7½
11¼
15

5
3

7½
4½

10

15

10

15

5

11¼
7½
11¼

7½

Cranes:
Electrical or otherwise
Gantries
Dictaphones
Die-casters' plant:
Die-casting furnaces
Die-casting machines and ancillary
hydraulic plant
7½
General plant
Overall rate (alternative to the above)
Distillery plant (brandy, etc.)

10

7½
7½

Dredges
Dressmaking plant:
Sewing machines
Other plant

11¼
5

7½

10
5

15
7½

Engineering works (machinery installed)

5

7½

Engines

5

7½

Escalators (machinery and other moving parts)

6

9

Fertilizer manufacturing plant

5

7½

(continued)
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(continued)

Straight
Line

Declining
Balance

(%)

(%)

Flour-millers' plant and machinery:
Bins,wooden
3
4½
Silos, steel and concrete
1
1½
Other (represents maximum rate)
7½
11¼
Foundry plant (special rates will be fixed in special
cases, upon application):
Converters
10
15
Furnaces
10
15
Laboratory
5
7½
Ladles
10
15
Loose tools
Replace- Replacements
ments
Machine tools
5
7½
Machinery and plant
5
7½
Moulding boxes
10
15
Patterns
2½
3¾
Plant and tools (excluding furnaces,
converters, and ladles)
7½
11¼
Rolling mill engines
7½
11¼
Fruit and vegetable canning plant
Furniture-making plant

5
7½

Geophysical survey equipment:
Gravity and magnetic survey equipment
Seismic survey equipment
Insecticide fogging machines
Knitting machines
Laundry plant:
General plant
Washing machines

10
20

12½

Jukeboxes

7½
11¼
15
30
18¾

10
7½

15
11¼

10
15

15
22½

Lifts and elevators:
Electric
Hydraulic

6
5

9
7½

Lighting plant (electric)

5

7½

(continued)
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(continued)

Lighting systems, fluorescent

Straight
Line

Declining
Balance

(%)

(%)

5

Linoleum, vinyl and similar floor coverings
(including linoleum tiles, vinyl tiles, etc.)

10

15

Mannequin display figures

10

15
11¼

Manufacturing stationers' plant
Match factory plant

5

Metal-forming plant:
Roll-forming dies
Strip roll-forming machines

10
5

Motor garage equipment:
Automatic car-washing machines
Self-service petrol installations, comprising pump and coin unit
Motor vehicles, etc.:
Automobiles:
Taxis, hire and travelers' cars
Other automobiles
Bulldozers
Buses
Fork-lifters, automatic loaders, transporters, front-end loaders
Gas producer units and gas bags:
Depreciation at the rate applicable to class
of vehicle to which the unit is attached
Heavy haulage of goods or passengers,
if claimed and supported
Motorcycles
Radio sets installed in vehicle—regarded
as part of the vehicle for depreciation
purposes
Scooters
Tractors
Trucks

15
7½

15

22½

10

15

20
15
15
15

30
22½
22½
22½

15

22½

20
15

30
22½

15
15
15

22½
22½
22½

(continued)
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(continued)

Motor vehicle manufacturing plant:
Basic machinery
Dies, reamers, cutters, and other
short-life tools
Tooling (jigs, press tools, and specialty
attachments, such as working heads and
workholding tools)
Moulding machinery (wood)

Straight
Line

Declining
Balance

(%)

(%)

10
Replacements

15
Replacements

33 1/3
7½

Nail manufacturing plant

5

Neon signs (owned by taxpayer)

5

Office machines and equipment:
Computer systems:
General
Free access floors in computer rooms
Furniture and fittings
Office machinery
Data processing equipment of the more
special type comprised in modern data
processing systems—computing.
tabulating, recording, sorting and
verifying machines
Oil exploration plant and equipment:
Drilling plant and down-hole equipment
Mobile units and motor vehicles.
excluding passenger cars
Partitions—demountable
Photo engraving plant:
Automatic (dark room) cameras
Power-operated proofing presses
Electric burning-in ovens
General plant
Powderless etching machines
Piston-ring manufacturing plant:
Engineering works plant
Motors
Overhead gear, equipment, belting, etc.
Precision machines

50
11¼

20
2
5
10

30
3

15

22½

20

30

20
5

30

10
7½

15
11¼
15

10
5
10
5
5
5
7½

15

15

1 1¼

(continued)
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(continued)

Straight
Line

Declining
Balance

(%)

(%)

25 or
Replacements
5

37½or
Replacements

Plastics industry:
Dies
General plant
Hydraulic presses, injection moulding
machines, and extrusion machines
Poultry processing plant:
Conveyor systems and troughing
Other processing plant
Printers' plant and machinery:
Electronic engraving machines
Linotype metal
Machinery
Stereos and blocks
Type
Public address systems
Quarrying plant and machinery
Radio broadcasting equipment:
Gramophone records
Other inside equipment
Mast:
Steel
Wooden
Refrigerating plant and machinery:
Cabinets, including portable freezing
cabinets for shops
Compressors, ammonia:
Vertical
Horizontal
Condenser pipes
Cork board for insulating cold-storage
chambers
Expansion pipes
General machinery

11¼
5
11¼

Replacements
15
10
10

15
Replacements
11¼
Replacements
22½
15
15

25 or
Replacements
15

37½ or
Replacements
22½

10
Replacements

3¾
11¼

2½

15

10

11¼
5
7½
5

(1)

11¼ (1)

2½(1) 3 ¾(1)
7½(1) 11¼ (1)

( 1 ) Represents m a x i m u m rate.

(continued)
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(continued)

Straight
Line
(%)
Road-making plant:
Air compressors and motors
Bulldozers
Crushers and bins
General asphalt plant
Motor trucks
Road graders and rollers

Declining
Balance
(%)

10
15
10
10
15
15

15
22½
15
15
22½
22½

Rubber manufacturers' plant:
Process plants
Moulds

20

11¼
30

Ski equipment

33 1/3

50

Stevedoring plant:
Coal-trimming machines

15

22½

Surveying equipment:
Levels and theodolites
Stereoplotters

5
10

7½
15

5

7½

5
10
None
2
None

7½
15
None
3
None

7½
5

11¼

Tank manufacturing plant
Tanks:
Galvanized iron:
Rain water
Well water
Earth
Seamless reinforced concrete
Underground
Weaving machinery (silk and cotton)
Welding plant
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Specimen Tax Computation of an
Australian Resident Corporation
Parti

Note
No.

Net profit for year ended
June 30, 1977, per books

1

Provision for income tax

2

$A199,000

Depreciation charged in books

3

590,000

Legal fees on capital
expenditures

4

2,600

Interest on unsecured convertible notes

5

900

Sundry donations

6

2,800

Machinery installation costs
written off as maintenance

7

21,000

8

1,200

9

1,500

$A211.000

Add:

Bad debts recovered, not
included in profit
Increase in provision for
long-service leave
Total
Deduct:
Depreciation allowable for
tax purposes
Reduction in provision for
doubtful debts

819,000
1,030,000

3

570,000

10

40,400

Taxable income

610,400
$A419,600

Part II
Income tax payable (by both
public and private corporations):
$A419,600 at 46%
Total (carried forward)

11

$A193,016
$A193,016

(continued)
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(continued)

Total (brought forward)

$A193,016

Deduct—Rebates:
Government loan interest of $A1,000 included
in taxable income, rebated at 10%

100

Dividend from subsidiary of $A2,500—rebatable
at average rate of tax:
193,016
419,600

X $A2,500 (Note 12)

1,150
1,250

Total

$A191,766

Net tax payable
Part III

Undistributed profits tax (payable by private corporations only):
Dividends
from
Private
Corporations
($A)

Other
Property
Income
($A)

Other
Income
($A)

Total
($A)

Taxable income

2,500

1,000

416,100

419,600

Less—Taxes payable

1,143

457

190,166

191,766

Distributable income

1,357

543

225,934

227,834

0

55

135,561

135,616

1,357

488

90,373

92,218

Tax—Retention
allowance
Sufficient distribution

As noted in 9.02, the amount by which dividends declared in the
prescribed period are less than the sufficient distribution will be
subject to private corporation undistributed profits tax at the rate
of 50%. See 9.03 for allocation of taxes payable and for computation
of retention allowance.
Notes:
1 .The profit for the year ended June 30, 1977, forms the basis of
income tax liability for the tax year 1977/78.
2. There is no provision for deducting income tax in arriving at a
corporation's taxable income.

(continued)
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(continued)

3. A corporation may depreciate assets at rates in excess of those
allowed by the Commissioner of Taxation. Therefore, the amount
written off in the books of account is normally added back, and a
depreciation schedule is submitted with the return of income
showing the depreciation allowable at the prescribed rates.
4. As set out in paragraph 7.13, legal expenses in relation to capital
expenditures are not deductible.
5. Interest on unsecured convertible notes is not allowable as a
deduction for income tax purposes unless the issue of the convertible
notes meets certain specified tests (7.07).
6. Certain charitable donations (7.11) and donations to religious and
political organizations are not allowable deductions.
7. Machinery installation costs are capital expenditures and are a
part of the cost of the machinery.
8. Recoveries of previously deducted bad debts must be included in
assessable income (7.04).
9. Long-service leave (payable to employees on termination of
employment) is not allowed as a deduction until paid to employees.
It is customary, however, to make provision for this liability and as
such it is added back in arriving at taxable income.
10. As indicated at 7.04, certain conditions must be fulfilled before
debts that are worthless are allowed as a tax deduction. Provisions
for doubtful debts are not allowable and are, therefore, added back
to profits. Conversely, any reduction in the provision that is credited
to the profit and loss account is deducted in arriving at the taxable
income.
11. Generally, the corporation tax rates are not known until after
the end of the income year. Thus, the corporation must look to the
tax-rating legislation in the government's financial year beginning
July 1, 1977, to find the tax rates applicable for the base year ending
June 30, 1977, (or substituted accounting period).
12. See 6.04 for rebate of tax on dividends.
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Taxes on Representative Earned Incomes
Earned
Income
($A)

June 30, 1978
($A)

June 30, 1979
($A)

1,000
2,500
5,000
8,000
11,000
14,000
17,000
20,000
23,000
26,000
29,000
32,000

None
None
457.52
1,410.94
2,423.41
3,521.47
4,767.22
6,199.80
7,737.21
9,301.94
10,926.80
12,571.22

None
None
370.84
1,375.84
2,380.84
3,385.84
4,445.72
5,870.72
7,295.72
8,720.72
10,145.72
11,570.72

Rebates for Dependents
In addition to the general tax rebates (10.02), a taxpayer is also
entitled to the following tax rebates for dependents:

Spouse, daughter, housekeeper
Invalid relative 16 and over
Parent or parent-in-law
Housekeeper
Sole parent

June 30
1978
($A)

June 3 0
1979
($A)

555
251
501
555
388

597
270
539
597
417

Notes:
1. These rebates, other than the housekeeper and sole parent rebates,
are reduced by $A1 for every $A4 by which the dependent's separate
net income exceeds $A189 in the year ended June 30,1978, and
$A203 in the year ended June 30, 1979.
2. The rebate for a housekeeper applies when the housekeeper is
wholly engaged in keeping house for the taxpayer and caring for
a child of the taxpayer, invalid spouse, or relative.The reduction
in Note 1 does not apply to any separate net income of the
housekeeper.
3. The "sole parent" rebate is primarily for a single, widowed, or
divorced parent who cares for a child under 16 or a student.
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